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PREFACE 


This booklet is a new venture for the Office of 
the Auditor General. It should be seen as one 
piece in a continuing task. That task is to 
communicate clearly the results of our audits. 


Our auditing only has value when we get its 
messages across. To Members of Parliament. 
To the Government. To the taxpayers of 
Canada who provide the dollars the 
Government spends. 


The Auditor General’s annual Report exceeds 
600 pages. Of necessity, it contains much 
detailed information. Despite our best efforts, | 
recognize that it is not an easily accessible 
document. 


Our new booklet has two purposes. First, it 
gives the main points from each of this year’s 
audits. Second, the paragraph references at 
the end of each main point permit quick access 
to the information in the Report itself. 


The main points here are very abbreviated. 
When readers have identified matters of 
interest to them, ! urge them to go to the full 
Report for the complete message. 


| hope that the booklet proves to be a useful 
and convenient tool. 


ak 


Kenneth M. Dye, F.C.A. 
Auditor Genera! of Canada 
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MATTERS OF SPECIAL IMPORTANCE 
AND INTEREST 


The first chapter of his Report gives the 
Auditor General the opportunity of commenting 
on the most significant issues identified in this 
year’s audits. (paragraph 1.1) 


He begins by focussing on the study of Well- 
performing Organizations. He emphasizes that 
the study is another step in what he sees as a 
continuing contribution by his Office to 
improved productive management in the public 
service. (1.2 to 1.25) 


Ken Dye goes on to examine two aspects of 
the information Parliament receives. He notes 
progress in the quality of the Estimates. And 
he presses for more scrutiny by MPs of the 
public debt and the cost of servicing it. 

(1.26 to 1.54) 


In surveying this year’s chapters, the Auditor 
General’s verdict is that there seems little 
sense of urgency in finding solutions to 
problems. (1.55 to 1.70) 


He then writes more fully about five issues. 
First, about the difficulty of ensuring that funds 
that flow from the federal purse to other levels 
and entities are spent cost-effectively and as 
Parliament intends. Second, about the 
importance of maintaining Canada’s high 
reputation in the inspection of food products. 
Third, he discusses an aspect of tax collection. 
Fourth, he is concerned about the future of our 
forests. Fifth, he makes the point that 
information itself is a costly and valuable 
resource. (1.71 to 1.128) 


The Auditor General next discusses several 
parliamentary and auditing activities that are 
contributing to the evolution of comprehensive 
auditing. (1.129 to 1.141) 


A section he titles “Tne Numbers Have 
Meaning” concludes the chapter. In it he 
comments on some implications of “the 
implacable increase in Canada’s burden of 
debt”. (1.142 to 1.154) 


Chapter 1 


Chapter 2 


OBSERVATIONS BY THE AUDITOR 
GENERAL ON THE FINANCIAL 
STATEMENTS OF THE GOVERNMENT 
OF CANADA 


The Government of Canada is a world leader 
in providing summary financial information 
about its operations in audited form. However, 
the information is based on certain accounting 
policies that | believe are inappropriate and is 
presented in a manner that makes it difficult to 
understand. (paragraphs 2.1 to 2.4) 


The accounting policies that | believe are 
inappropriate result in: 


- failure to provide an allowance for at 
least $1.3 billion in borrowing by 
Crown corporations; (2.51 to 2.64) 


- failure to consolidate the financial 
statements of Crown corporations, 
Causing reported assets, liabilities, 
revenues and expenditures to be 
understated by significant but as yet 
undetermined amounts; (2.65 to 2.70) 


- failure to record about $4.2 billion in 
liabilities related to the indexing of 
employee pensions. (2.71 to 2.73) 


Members of Parliament and other users need 
financial information about the Government that 
is both credible and understandable. 

(2.5 to 2.8) 


Credibility will be enhanced if the Government 
modifies its accounting policies to conform with 
recommendations of the Canadian Institute of 
Chartered Accountants’ Public Sector 
Accounting and Auditing Committee. 

(2.9 to 2.19) 


Understandability will be enhanced if the 
Government presents its financial statements in 
a comprehensive yet succinct annual financial 
report similar to annual reports published by 
corporations in the private sector. 

(2,20 to'2.31) 


AUDIT NOTES 


The Audit Notes chapter fulfils a special role in 
the annual Report. Other chapters normally 
describe the findings of the comprehensive 
audits we perform in particular departments. 
The Audit Notes chapter brings together in one 
place individual matters that have come to our 
attention during routine auditing of the Public 
Accounts of Canada, Crown corporations and 
other entities. It is also used to report some 
matters that have come to our attention during 
comprehensive audits. 


Where, in the Auditor General’s judgment, 
these matters are of significance and of a 
nature that they should be brought to the 
attention of the House of Commons, the 
Auditor General Act requires him to include 
them in his annual Report. 


The Audit Notes chapter is, therefore, a 
compilation of these instances. 


The notes relating to departments include 
failures to deposit moneys to the Consolidated 
Revenue Fund; inadequate financial controls; 
the non-use of a leased property, a matter 

that remains unresolved after 14 years; an 
undisclosed subsidy; circumvention of a 
Treasury Board decision; lack of due regard for 
economy; failures to collect money owed to the 
Government; a payment in advance of need; 
and a lack of control over payments to a 
Crown corporation. (paragraphs 3.15 to 3.73) 


Two other notes relate to Crown corporations. 
One reports a departure from generally 
accepted accounting principles. In the second 
Case, a corporation has involved itself in 
activities beyond its statutory powers. 

(3.4 to 3.14) 


While the notes report matters of significance, 
they should not be used as a basis for drawing 
wider conclusions about matters we did not 
examine. 


Chapter 3 


Chapter 4 


WELL-PERFORMING 
ORGANIZATIONS 


We examined eight government organizations 
that are considered to be performing well. We 
sought to identify and describe the attributes 
that contribute to this high performance. 
(paragraphs 4.9 to 4.11) 


Emphasis on people. People are 
challenged, encouraged and developed. They 
are given power to act and to use their 
judgment. There is a belief that high 
performance is a product of people who care 
rather than systems that constrain. People do 
not preoccupy themselves with the risk of 
failure, but are confident they can tackle 
virtually any challenge. (4.73 to 4.76) 


Participative leadership. Leadership is not 
authoritarian or coercive, but participative 
whenever possible. The leaders envision an 
ideal organization, define purpose and goals, 
then articulate these and foster commitment. 
Staff communicate easily. They feel 
comfortable consulting their peers as well as 
those above and below them. Although formal 
levels exist for administrative purposes, there 
are no boundaries that inhibit collaboration in 
achieving goals. (4.77 to 4.80) 


innovative work styles. Staff reflect on their 
performance. They learn from the effects of 
their actions. They seek to solve problems 
creatively. They maintain strong monitoring, 
feedback and control systems as useful. tools. 
They are self-reliant, rather than dependent 
on control from an outside authority. 

(4.81 to 4.84) 


Strong client orientation. These 
organizations focus strongly on their clients, 
deriving satisfaction from serving the client 
rather than the bureaucracy. There is an 
alignment of values and purpose between the 
well-performing organizations and their 
political and central agency masters, with a 
view to strong performance and high 
achievement. (4.85 to 4.88) 


A mindset that seeks optimum 
performance. People hold values that drive 
them to always seek improvement in their 
organization’s performance. When conditions 
Change, they adjust their methods, not their 
values. Because of this orientation toward 
performance and adaptability, the organization 
performs well even in a Changing environment. 
This mindset may be the most important 
attribute of all. (4.91 to 4.96) 


INFORMATION FOR PARLIAMENT 5 


In 1981 the Government committed itself to 
providing Parliament, and hence the public, 
with improved and expanded information in the 
Estimates documents. These were to establish 
an “information base for assessing future 
intentions in the light of past performance and 
for holding the government accountable for its 
performance.” Good progress has been 
made except in reporting program performance 
and results. 


The Estimates documents are in three parts. 
Part Ill, expenditure plans for each department 
and agency, provides details of spending 
intentions and program performance. We 
found that these Part II documents are the 
best single source of information about most 
departmental programs. They have been 
improving steadily and compare favourably 
with the best we found in other countries. 
(paragraph 5.31) 


Nevertheless, they are not yet a fully 
Satisfactory basis for accountability because 
they cannot be easily understood by Members 
of Parliament and the public, and are not 
complete. Although they contain much 
valuable and relevant information, it is too hard 
to extract. When extracted, the information 
usually presents a valid picture of the 
program’s intentions. (5.41 to 5.112) 


In our opinion, three main additions would 
improve the understandability and accessibility 
of information in the Part IIIs: 


- a short overview of major program 
components at the start of each 
program section, which would explain 
spending intentions and program 
performance in ordinary language; 


an index; and 


- acitation of documentary sources, 
with these documents being made 
readily available to Members of © 
Parliament. (5.35) 


The Part lils ca‘: come significantly closer, in 

terms of completeness, to meeting the 

Government’s commitment on disclosure only Chapter 5 
through improved reporting of program 

performance and results. But this will depend 

on most departments developing improved 

measurement and reporting systems for 

program performance. (5.50 to 5.56) 


Chapter 6 


GROUP SURGICAL-MEDICAL 
INSURANCE PLAN (GSMIP) 


The Group Surgical Medicai Insurance Plan 
(GSMIP) is the largest private health insurance 
plan of its kind in Canada. It provides medical 
and hospital coverage for 400,000 employees 
and pensioners of the federal and territorial 
governments, certain Crown corporations and 
other entities. Annual premiums were more 
than $100 million in 1987. Claims paid were 
$85 million. Accumulated surpluses and 
reserves at the end of 1987 were $93 million. 
(paragraphs 6.2, 6.3) 


Treasury Board Secretariat, in consultation 
with the National Joint Council which must 
agree with any policy and financial changes, 
needs to examine how effectively and 
efficiently GSMIP is being managed. In our 
opinion, there 1s a significant need for a 
thorough review of existing financial 
arrangements, for closer monitoring of the 
insurer’s activities, and for the use of 
professional underwriting and actuarial 
expertise to assist in doing this. (6.14 to 6.67) 


This would contribute to better premium rate 
setting procedures, provide opportunities for 
significant cost savings and improved cash 
flow, and help ensure more efficient claims 
processing. (6.14 to 6.67) 


Both Treasury Board Secretariat and the 
insurer recognize that alternative funding 
arrangements would result in annual cost 
savings to the Plan through the reduction of 
premium and sales taxes. This could be as 
much as $2.5 million each year. (6.46, 6.47) 


GSMIP has been insured by the same life 
insurance company since the Plan began in 
1960. Given the size and importance of the 
Plan, Treasury Board would be well advised to 
go out to competitive bidding on a periodic 
basis — Say, every five or ten years. 

(6.48, 6.49) 


DEPARTMENT OF AGRICULTURE 
CANADIAN FORESTRY SERVICE 


The forest industry is one of Canada’s most 
important industries. Nationally, about one in 
ten jobs and 300 communities are directly 
dependent on the forest resource. While the 
industry is strong, there is increasing concern 
that the current level of activity cannot be 
sustained. The objectives of the Canadian 
Forestry Service are to promote and enhance 
the use of the forest through research and 
cost-shared agreements with the provinces. 
This year’s report focusses on the 
management of these activities. 

(paragraphs 7.4 to 7.11) 


The Canadian Forestry Service needs to 
Strengthen its co-ordinating role in managing, 
controlling and implementing the Forest 
Resource Development Agreements. (7.14) 


Despite the expenditures under the Forest 
Resource Development Agreements, the 
backlog of unsatisfactorily restocked forest land 
in Canada continues to accumulate, although 
at a reduced rate. (7.15) 


Program planning and delivery procedures do 
not always ensure that funds are being spent in 
accordance with agreement guidelines. The 
Canadian Forestry Service has yet to establish 
a complete national data collection system to 
monitor and report the status of Canada’s 
forests. (7.17 to 7.20) 


The Canadian Forestry Service needs to 
improve its cost records for its main program 
activity - conducting research. (7.43) 


Chapter 7 


Chapter 8 


DEPARTMENT OF AGRICULTURE 
FOOD PRODUCTION & INSPECTION 


We were impressed by the dedication of the 
Food Production and Inspection Branch’s 
management and inspection staff, and by the 
high regard in which the Branch is held 
internationally. This reputation is important for 
Canada’s trade. 


The Branch shares responsibility with industry 
and with provincial and other federal 
departments for the safety, health and 
wholesomeness of agricultural food products. 
It conducts a wide range of activities to protect 
the health and safety of Canadians and the 
viability of large sectors of Canada’s food, 
plant and animal industries. Work remains to 
be done to fully determine which risks are most 
serious, SO resources can be better 
concentrated where risk is greatest. 
(paragraph 8.2) 


The Branch needs to strengthen several key 
inspection practices to provide reasonable 
assurance that human health and safety 
threats posed by chemical and bacterial 
hazards associated with food and agricultural 
products are prevented or removed. Although 
it does extensive sensory inspections, it needs 
to use additional laboratory testing, generally 
the only way of detecting these hazards. 

(8.26 to 8.40, 8.44 to 8.48) 


Current procedures for registering and 
regulating pesticides need strengthening to 
provide reasonable assurance that all pesticide 
products used in Canada are effective and 
pose minimal or no risk to human health and 
the environment. (8.49 to 8.65) 


There is a need to reduce shortcomings in 
import inspection standards and practices to 
reduce Canada’s vulnerability to the 
introduction of foreign animal or plant disease. 
The Animal Health program has been 
internationally recognized for eradicating 
brucellosis and tuberculosis in cattle. But the 
Branch is not actively involved in controlling 
many of the plant diseases and — in recent 
years — animal diseases now established that 
may be of significance in Canada. 

(8.66 to 8.100) 


The Branch also needs to strengthen certain 
export certification practices for agricultural and 
forestry products in accordance with 
requirements of the international convention 
(8.101 to 8.110). It also needs to improve 
support and training for inspectors and relations 
between line and supervisory staff. 

(8.41 to 8.43, 8.58, 8.82 and 8.83) 


CANADIAN INTERNATIONAL 
DEVELOPMENT AGENCY 


The Canadian International Development 
Agency (CIDA) is responsible for the largest 
portion of Canada’s expenditures dedicated to 
helping less-developed countries sustain 
greater social and economic progress. This 
year's report focusses on CIDA’s contracting, 
aid information, and Special Programs Branch 
contributions to non-governmental 
organizations. (paragraphs 9.1 to 9.4) 


Contracts are an essential element in CIDA’s 
delivery of international aid. Work performed 
under these contracts, however, does not 
consistently respond to project needs approved 
by CIDA and the recipient country. 

(9.16 to 9.34) 


CIDA does not have adequate procedures to 
ensure that goods are purchased at prevailing 
market prices or that they have the required 
Canadian content. (9.35 to 9.42) 


Monitoring of contract implementation is a 
required part of contract administration. CIDA 
has procedures to review contractor 
performance but these need improvement to 
ensure monitors are in place at the right time 
and produce the appropriate reports. 

(9.43 to 9.48) 


CIDA has an Aid Information System to 
provide financial data and track project 
implementation. This system which took six 
years to develop, costing about $40 million, 
produces adequate financial information but 
CIDA is not achieving value for money from its 
project management capability. (9.49 to 9.59) 


CIDA provides funds through the use of 
contribution agreements to Canadian and 
international non-governmental organizations 
involved in international development. Most of 
these organizations are implementing projects 
in accordance with their agreements with 
CIDA. (9.60 to 9.67) 


CIDA’s monitoring procedures are not well 
matched to the nature and types of non- 
governmental organizations receiving funds 
from the Special Programs Branch within 
CIDA. (9.68 to 9.79) 


Chapter 9 


10 


Chapter 10 


DEPARTMENT OF ENERGY, MINES & 
RESOURCES - FEDERAL-PROVINCIAL 
CONTRIBUTION PROGRAMS 


This year we reviewed three major federal- 
provincial contribution programs involving a 
variety of provinces. A contribution imposes a 
greater degree of accountability to Parliament 
than, for example, grants or other types of 
transfer payments. Each program we reviewed 
showed evidence of weak accountability to 
Parliament. There are inadequate plans to 
guide spending on individual projects, and 
there is very little provision for objective 
assessment of program results. 

(paragraphs 10.60 to 10.64) 


Some of the projects supported by the $200 
million Canada-Nova Scotia Development 
Fund appear to be appropriately related to the 
objectives of the Fund but many others - a 
total of more than $100 million in project 
commitments — do not. For example, federal 
money voted by Parliament to help develop 
offshore oil and gas resources was used to 
build unrelated roads, bridges and traffic light 
systems. Money was also spent, contrary to 
the terms and conditions of the Agreement, for 
salaries of regular provincial employees. 
C1Onn1 16 10733) 


In contrast, the projects supported by the 
$225 million Canada-Newfoundland Offshore 
Development Fund and the $63 million 

Mineral Development Agreements appear to 
be related to the broad purposes of these 
agreements. In the case of the Newfoundland 
Fund, however, virtually any type of project 
could be supported if the federal and provincial 
ministers agreed. Our main concern with the 
Mineral Development Agreements is that the 
federal government has not prepared adequate 
economic development plans on which they 
could be based. (10.34 to 10.59) 


In view of the continuing importance of 
federal-provincial co-operation in the 

delivery of many programs, we believe the 
Treasury Board and program managers should 
review the problem areas we have highlighted 
in these programs, and take steps toward 
improving accountability to Parliament. 

(10:76; 10.77) 


DEPARTMENT OF FINANCE - 
BORROWING PROGRAM 


Gross public debt has climbed from under $40 
billion at the start of the 1970s to over $325 
billion today. Interest on the public debt has 
become the largest expenditure of the federal 
government. (paragraphs 11.1, 11.2) 


Borrowing to meet the federal government's 
financial requirements is affected by 
environmental considerations such as volatile 
and unusually high real interest rates, less 
regulated financial markets and competitive 
financial institutions. To the credit of the 
managers of the borrowing program, these 
requirements have been met and an ongoing 
commitment to cost reduction is evident. 
(11.22, 11.23 and 11.55) 


Development of a least-cost strategy, or base 
case, should be seriously considered for use 
as a yardstick against which the benefits and 
costs of alternative strategies could be 
evaluated. This approach would require that 
secondary objectives, opportunities, 
constraints, and risks associated with 
borrowing activities be clearly specified. It 
would also provide an important first step in 
evaluating the effectiveness of the borrowing 
program. (11.41 to 11.54) 


The full relative costs of different debt 
instruments — savings bonds, marketable bonds 
and treasury bills - should be taken into 
account when setting the proportion to be 
financed through each. (11.24 to 11.30) 


Cash balances are held so the government 
can honour its commitments as they are 
presented for payment. Since the government 
pays more on what it borrows than it earns on 
its deposits, the size and efficient use of cash 
balances are important. This, in turn, depends 
on accurate forecasting of cash requirements. 
Improved information flows on expenditures, 
revenues and cash balances should help to 
achieve further cost reductions. 

4.02.16" 1:69) 


Parliamentarians should be better informed 
about the full objective of the borrowing 
program, the performance of borrowing and 
cash management operations, and the linkages 
of the program to fiscal, monetary and 
regulatory operations and the wider economy. 
(11.78 to 11.80) 


11 


Chapter 11 


12 


Chapter 12 


DEPARTMENT OF FINANCE - 
INCOME TAX INFORMATION BURDEN 


Policy initiatives implemented through the 
income tax system impose a significant 
information burden on corporate and individual 
tax filers, on third parties, and on the 
Government itself. 

(paragraphs 12.13 to 12.23) 


In the design of the refundable tax credits 
examined in this study, the Government 
considered on an ad hoc basis various aspects 
of the information burden. In general, a more 
structured analysis is feasible. 

(12.24 to 12.32) 


For the two tax measures we examined that 
affect corporations, the Government engaged 
in consultations with the private sector. One 
outcome of this consultation was modifications 
that reduced the magnitude of the information 
burden. (12.33 to 12.41) 


We estimate that one major proposal, affecting 
certain corporations in their role as providers of 
information concerning their employees, will 
involve one-time costs to these corporations 

in the order of $330 million (1988 dollars). 
Approximately $170 million represents the 
costs for review and possible amendment of 
existing plans, approximately $100 million 
represents the costs of providing information 
and counselling to plan members, and 
approximately $60 million represents the cost 
of setting up systems to report information to 
the Department of National Revenue- 
Taxation. A further annual cost in the order of 
$15 million will be incurred to comply with 
reporting requirements. The ultimate incidence 
of these costs will depend on the corporations’ 
ability to shift the costs to others. The 
Government's disclosure of the impacts of this 
proposal has not included an estimate of such 
costs. (12.14 to 12.18 and 12.37, 12.38) 


DEPARTMENT OF FISHERIES & 
OCEANS - ATLANTIC FISHERIES 


The Atlantic fisheries produce over $2.3 billion 
iN products, export $1.9 billion, and give direct 
employment to over 100,000 people. The 
Department’s mandate involves it directly in 
most aspects of this industry, including 
resource management (husbanding the 
resource and managing the harvest) and fish 
inspection (inspecting the handling, processing 
and storage of the product). The Department 
has a strong reputation internationally for both 
of these programs. (paragraph 13.17) 


We found that the procedures used to set the 
annual fishing plans were reasonable. 
However, there is a need for improved 
economic analysis relating to long-term fleet 
viability. The long-term strategies for specific 
fleets and fisheries should consider the 
associated enforcement costs. Further, 
technological change and past practices have 
made it difficult for the Department to control 
fully the fishing capacity of boats used in the 
fishery. (13.29 to 13.52) 


Problems were found in the acquistion of some 
Capital items used in fisheries enforcement. 
(13.61 to 13.88) The productivity of crews on 
inshore patrol boats could be increased. 
(13.75 to 13.78) 


Procedures to inspect fish products for health 
and safety defects were adequately controlled. 
However, weaknesses in management 
practices and controls have led to 
inconsistencies in the inspection practices for 
quality and sensory defects. (13.89 to 13.1 18) 


The Pacific region has made progress in 
addressing the recommendations from our 
1986 Report. Some areas require continued 
attention. (13.167) 


Management has been aware of most of these 
problems, often for many years. Action has 
often been diverted by crises in the industry. 
One of the major challenges faced by 
departmental management will be to continue 
to marshall the resources and sustained will to 
see the solution of these problems through to a 
successful conclusion. (13.20) 


13 


Chapter 13 
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Chapter 14 


DEPARTMENT OF INDIAN AFFAIRS 
AND NORTHERN DEVELOPMENT 


The administration of Indian Affairs is one of 
the most complex areas of public 
administration, involving difficult historical, 
constitutional, federal-provincial and social 
issues. (paragraphs 14.1 to 14.9) 


The Department of Indian Affairs and Northern 
Development (DIAND) does not have a clear 
legislative mandate for funding or delivering 
Post-Secondary Education Assistance and 
Social Development services. Thus, roles and 
responsibilities are unclear and there is no real 
accountability link between the Department and 
Parliament for these activities. 

(14.19 to 14.27) 


This absence of a clear legislative mandate 
has resulted in misunderstanding and 
uncertainty among Indians about the purpose 
of these activities and the services to be 
delivered. (14.28 to 14.31) 


The Department requires a clear legislative 
mandate which defines the responsibilities of 
Canada with respect to the delivery and 
funding of services to Indians. Such a 
mandate would facilitate the negotiation of 
agreements between Canada, the provinces 
and Indian bands, and establish the 
accountability framework that is now missing. 
(14.32 to 14.35) 


The Department has improved its systems and 
procedures in the areas of Housing and 
Community Capital Facilities. (14.89, 14.90) 


For over 20 years we have reported that the 
Department cannot assure Parliament that 
funding provided to bands through contribution 
agreements and other funding arrangements is 
used for its intended purposes. 

(14.95 to 14.98) 


There remains a fundamental need for a more 
practical approach to funding bands, which 
would include a realistic monitoring role for 
DIAND. (14.118 to 14.122) 


DEPARTMENT OF NATIONAL 15 
DEFENCE 


The Munitions Supply Program was initiated in 
1978 to provide the Department with an 
assured wartime production capability for 
Critical ammunitions items. This production 
Capability has not yet been identified. This has 
precluded DND from developing plans for 
achieving the strategic objective of the 
Munitions Supply Program and from 
determining how best to apply direct and 
indirect funding mechanisms to achieve that 
objective. (paragraphs 15.19 to 15.32) 


The Department needs to develop a medical 
supply system that will provide the framework 
for a complete wartime capability, while also 
meeting peacetime needs efficiently and 
economically. This could be achieved by the 
measures recommended in our report. 

(15.41 to 15.49) 


The Department is carrying significant amounts 
of ammunition stock for training above the 
levels authorized or required and of repairable 
parts that exceed peacetime requirements. It 
has shortages of some repairable parts. 
Holding inventory that exceeds requirements 
inflicts a cost penalty, while shortages reduce 
the level of operational readiness. 

(15.33 to 15.37, 15.60 to 15.68 and 15.104 to 
15.110) 


Increased management attention could be 
given to assessing the performance of repair 
contractors, Carrying out audits of repair 
contracts, and executing warranties. 

(15.74 to 15.83 and 15.101 to 15.103) 


The Department’s Part Ill of the Estimates 
could be improved by including indicators of 
defence capabilities and requirements, together 
with indicators of peacetime performance. 

CUS 4510) 15.118) 


Revenues from rentals of married and single 
quarters and sales of meals are generally 
assessed in accordance with regulations, and 
are properly callected and accounted for. 
(15.124 to 15.130) 
Chapter 15 
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Chapter 16 


DEPARTMENT OF SUPPLY AND 
SERVICES 


In 1986-87 the Department of Supply and 
Services (DSS) issued some $8.8 billion of 
contracts for goods and services on behalf of 
other government departments. Independent 
audit of government contracts by the Audit 
Services Bureau, on behalf of DSS, is 
important to ensure that costs and profits paid 
to contractors are fair and reasonable. 
(paragraphs 16.12 to 16.19) 


In Our opinion, certain aspects of contract audit 
coverage at DSS are deficient and do not 
provide adequate protection to the Crown. By 
comparison, government contract audit 
coverage in the United States is much more 
extensive. (16.20 to 16.42) 


DSS did not have key summary information on 
the extent of contract audit coverage or the 
resolution of audit findings. Consequently, 
senior management could not properly assess 
the overall costs and benefits of the contract 
audit activity. (16.43 to 16.46) 


We noted delays in resolving some contract 
audit findings, and disputes resulting from 
broadly worded contract costing terms. Also, 
DSS contract auditors were not informed of the 
resolution of their findings. (16.47 to 16.77) 


For some major Crown projects, contract 
audits were delayed, and DSS contract 
auditors did not review the procedures used by 
the prime contractors in awarding significant 
subcontracts. (16.108 to 16.119) 


The Audit Services Bureau is facing human 
resource problems and the contract audit 
approaches developed in the early 1970s have 
not been fully updated. (16.78, 16.79) 


The Department believes that its present 
contract audit coverage continues to provide 
protection to the Crown. It is currently carrying 
out a review which is intended to assess the 
scope and extent of existing audit coverage 
and its adequacy for the future. 


REVENUE CANADA-TAXATION 17 
TAX COLLECTION 


Productivity in tax collection declined by 18 
percent over the past five years. A number of 
factors have made it more difficult to collect 
taxes and have had a substantial impact on 
productivity. In these circumstances, we 
examined management'’s efforts to operate 
within its environment. Subsequent to the 
audit, the Department responded that, 
according to 1987-88 figures, 1982-83 
productivity levels have been restored. 
(paragraphs 17.7 to 17.9) 


Over the last few years, management has 
Stressed the importance of tax collection. In its 
continuing efforts to emphasize collection, the 
Department should improve its central support 
to managers and supervisors; broaden and 
refine its criteria for ranking accounts; 
Strengthen supervisory control; and increase 
comprehensive monitoring of the activity. 
(17.16 to 17.43) 


The implementation of a major shift in 
assigning accounts was not adequately 
planned. There were some deficiencies in the 
planning of the development of an automated 
system for collection. In addition, there is no 
comprehensive financial budget or cost 
accounting for this system development 
project. (17.52 to 17.69) 


The Department has exercised reasonable 
efforts to collect the refundable tax on Scientific 
Research Tax Credits. Nevertheless, potential 
losses from the program are estimated at $1.2 
billion. (17.82 to 17.91) 


The Department’s reporting of information on 
the collections activity in its Part III of the 
Estimates needs to be improved. For example, 
the Department did not report the outstanding 
balance of approximately $3 billion in 
refundable taxes on Scientific Research Tax 
Credits requiring settlement in cash payment or 
legal offset. The reporting of these taxes is 
also absent from the Public Accounts. 

(17.93 to 17.1C€6) 
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Chapter 18 


UNEMPLOYMENT INSURANCE 
ACCOUNT 


Since 1983, the Commission has improved its 
productivity in processing UI claims. 
Nevertheless, the variable unit costs of 
processing claims still varied by some 122 
percent among all Canada Employment 
Centres (CECs) in 1987-88. Savings could 
result if the the least productive CECs could 
lower their unit costs to the national average. 
(paragraphs 18.13 to 18.24) 


Records of employment prepared by 
employers are a significant source of errors. 
The Commission estimates overpayments and 
underpayments due to such errors at $76 
million and $57 million respectively in 1987. 
(18.41 to 18.43) 


With the revitalization of CECs, the 
Commission introduced significant 
improvements in some of its employment 
service delivery mechanisms. Their effect on 
operational efficiency and effectiveness will not 
be known until performance indicators are 
selected and program evaluation results are 
available. (18.65 to 18.71) 


There were significant differences in the 
application of the registration policy on 
worker-clients. Computerized inventories of 
worker-clients were not always used 
efficiently and effectively. (18.86 to 18.92) 


Insufficient co-ordination and communication 
between Employment and Insurance Services 
hindered the prompt re-employment of UI 
claimants. Substantial savings could be 
achieved if greater efforts were made to help 
UI claimants return to the workforce more 
quickly. (18.96 to 18.106) 


UI claimants who meet the Commission’s 
criteria are not systematically registered with 
Employment Services. This renders the 
worker-client inventory incomplete and 
reduces CECs’ access to potential suitable 
candidates. Most CECs visited did not have 
an effective system of controls for Ul claimants 
who failed to report to an employer for a job 
interview. (18.102 to 18.110) 


At 31 March 1988, the UI Account surplus of 
$1.7 billion reduced the annual deficit of 
Canada. It would be desirable to continue to 
maintain a reasonable surplus position as a 
preventive measure. (18.120, 18.121) 


SPECIAL AUDITS 19 


Suspected Fraud Reporting Procedures 
In 1984-85, we found government 
procedures to report suspected fraud to be 
inadequate. Our current audit examined the 
extent to which six departments were 
complying with subsequent Treasury Board 
policy directions issued in 1987. 
(paragraphs 19.3 to 19.6) 


In Our Opinion, progress has not been 
satisfactory. Most of the six departments 
examined had not established the required 
procedures for reporting all suspected cases of 
fraud and other offences or for reporting 
violations of the Financial Administration Act 
(FAA) and its regulations. Also, they had not 
adequately informed all employees of the legal 
obligation under the FAA to report suspected 
losses of money, fraud and violations of the 
FAA, and how and to whom reports should be 
made. (19.7 to 19.13) 


We were concerned that individuals would be 
reluctant to report for fear of reprisals and that 
the wide dispersal of records of cases in 
various branches of departments might lead to 
unfairly damaging innocent persons. We 
recommended that the identity of such 
individuals and all related records should be 
protected. (19.14 to 19.18) 


In January 1988, the President of the Treasury 
Board asked ministers to request that 
management of their Crown corporations 
establish fraud reporting procedures and report 
offences to the RCMP. We plan to review the 
adequacy of these procedures in the future. 
(19.19 to 19.22) 


Major Capital Projects 

We examined six projects with a total cost of 
$250 million that represented construction 
activity within the federal government by 
various departments. In two cases, planning 
took from 10 to 13 years; in the third, it is still 
continuing after 15 years. In Consequence, in 
one project the usable space constructed was 
substantially larger than planned, without 
supporting hiciiication for the increase. Our Chapter 19 
concern is that needs may change over such a 
long period and may not be reflected in the 
final product. (19.31 and 19.48) 


For the proposed Animal Virus Laboratory, we 
found insufficient justification to support the 
initial decision to construct — a decision 
withdrawn for financial reasons. Although the 
Animal Disease Research Institute was within 
the Treasury Board approved budget, there 
was insufficient analysis of alternatives. The 
Government of Canada Building in Edmonton, 
acquired under a lease purchase agreement, 


20 SPECIAL AUDITS cont'd 


was built with deviations from the National 
Building Code which will affect some fire 
resistance and floor loading capacities. 
(19.43 and 19.46) 


We examined lease purchase as a method of 
acquiring government accommodation and 
concluded that it is not economical compared 
to construction by the Crown. (19.44) 


Special Air Services 

Government departments often need air 
services not normally provided by commercial 
carriers. In such circumstances, they acquire 
them by charter, lease, lease purchase or 
outright purchase. (19.71, 19.72) 


Seven government departments, excluding | 
National Defence and Transport, spent $55.7 
million in 1986-87 to operate 55 Crown- 
owned aircraft and to contract for 534 charters 
or leases. Current departmental regulations 
and directives were followed, and the use of 
aircraft was linked to approved program 
objectives. (19.73 to 19.78) 


However, there are no government-wide 
directives relating to acquisition or 

management of aircraft and no uniform basis | 
for obtaining cost information for budgeting and © 
accounting for the use of aircraft services. 
(19.78 to 19.83) 


We found distinct weaknesses in the planning, 
options analysis, pricing and availability and 
final definition stages of project management. 
The most common fault was the absence of 
in-depth economic analysis to support 
purchase, lease or charter decisions. 

(19.83 to 19.85) 


Multiple Source Subsidies 

The objective of this special audit was to 
assess whether there is a significant risk that 
projects may be funded under more than one 
government program without the knowledge of 
other donor departments or in contravention of 
government policies. (19.152) 


| 


Chapter 19 We reviewed 114 contributions made to 21 
commercial enterprises from eight departments, 
and found that few projects were funded under 
more than one government program. 

However, in the case of research and 
development projects receiving support from 
more than one program, communication 
between donor departments was weak and the 
risk of double funding was present. 

(19.154 to 19.156) 


FOLLOW-UP OF RECOMMENDATIONS 
IN PREVIOUS REPORTS 


The follow-up chapter reports on the actions 
taken by departments and agencies in 
response to Our past observations and 
recommendations. Overall, we give a mixed 
report card. In some cases considerable 
progress has been made. !n others little has 
transpired. 


1984 AUDIT. Our audit of the Secretary of 
State identified weaknesses in managing a 
project to develop a new information system for 
the Canada Student Loans Program. Early 
in 1987 the Program was reorganized, and the 
problems we identified are being resolved, with 
the exception of the new Student Loans 
Program information system, which has been 
delayed again for an indefinite period. 
(paragraphs 20.5 to 20.15) 


1985 AUDITS. The Public Service 
Commission (PSC) has moved aggressively 
on Our 20 recommendations and the 13 made 
by the Public Accounts Committee following 
three hearings on the chapter. Of the total, 23 
recommendations have been implemented, 9 
are being implemented and 1 is no longer 
applicable. (20.16 to 20.43) 


Progress has been made on the majority of 
recommendations on the audit of Customs 
Canada. However, since several have been 
addressed only recently, it is premature to 
report on their success. (20.44 to 20.63) 


The Law Reform Commission has acted on 
Our recommendations on its Research Program 
and on project management procedures. It 
has implemented reasonable measures, but 
further improvement is required. 

(20.64 to 20.70) 


Our audit of the Canadian Human Rights 
Commission focussed on its major activity of 
managing complaints from individuals. The 
_Commission has initiated corrective action on 
all issues. However, the increasing number of 
complaints has resulted in an increase in the 
backlog of outstanding cases. 

(20.71 to 20.77) 


1986 AUDITS. The Department of Finance 
has addressed many of our recommendations 
on Income Tax Expenditures. The 
Government disagrees with our 
recommendation on the need for explicit 
information on tax expenditure use by Crown 
corporations. Other issues will require further 
monitoring to ensure that envisaged results are 
achieved. (20.78 to 20.90) 


The Ministry of the Solicitor General is 
taking corrective action on all issues we raised 
in examining the major activities of the 
Correctional Service of Canada. However, 
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Chapter 20 


FOLLOW-UP OF RECOMMENDATIONS 
IN PREVIOUS REPORTS cont’d 


a number of significant issues are not yet fully 
resolved. (20.91 to 20.117) 


The Department of External Affairs has 
dealt with most of our recommendations on the 
Trade Function. However, after further study 
on level of service, cost recovery, and post 
planning and monitoring, it has decided not to 
implement our recommendations fully at this 
time. The Department’s position, and our own 
views, are set out in the chapter. 

(20.123 to 20.162) 


Since our audit of the Department of 
Insurance, its operations have been merged 
with those of the Inspector General of Banks 
as the Office of the Superintendent of Financial 
Institutions. The new Office will have stronger 
regulatory powers. Progress has been 
achieved in addressing the deficiencies noted 
in 1986. We remain concerned about the 
need to strengthen the risk assessment 
process. (20.163 to 20.184) 


Our follow-up on the Veterans Affairs 
Portfolio reveals that many of the 
Department’s initiatives have target completion 
dates after 31 March 1988. We provide a 
preliminary assessment of progress. 

(20.185 to 20.189) 


A special audit of Free Publications 
addressed government policies and procedures 
regulating them. With one exception, we found 
no substantial progress in controlling 
expenditures on free publications, as 
recommended in our audit. (20.190 to 20.200) 


The Energy Mines and Resources 
Communications Branch is beginning to 
address most of the recommendations in our 
special audit of the Public Communications 
Function. Some progress has been made; 
the new publishing policy and planning 
procedures are steps in the right direction. 
(20.201 to 20.209) 


Many important issues raised in our special 
audit of the Department of Energy, Mines 
and Resources Canada Oil and Gas Lands 
Administration have yet to be satisfactorily 
examined. (20.210 to 20.212) 


As of April 1988 none of the recommendations 
in Our audit of the Social Sciences and 
Humanities Research Council had been fully 
implemented. However, recent efforts to 
address the issues have been tangible. 

(20.213 to 20.230) 


ORGANIZATION AND PROGRAMS OF 
THE OFFICE OF THE AUDITOR 
GENERAL 


The Office’s own evaluation and the results of 
the Study on the Cost Effectiveness of the 
Audit Work of the Office have been the stimuli 
for a reorganization of the Audit Operations 
Branch which is intended to produce higher 
quality audits without an increase in resources. 
(paragraphs 21.10 to 21.13) 


The Office has established a separate audit 
group whose responsibility is strategic, 
operational and human resource planning, as 
well as co-ordination for Audit Operations. 
(21.16 to 21.21) 


Methodology development has been given 
greater emphasis; the Methodology 
Development Committee has been restructured 
and has established a methodology 
development plan and priorities and an 
operational framework. (21.22 to 21.25) 


The Office has developed and upgraded its 
use of technology in auditing and in internal 
communications, with an increase in the 
number of personal computers and in the 
variety of software packages used by staff. 
Veneeo tOedco7) 


The Program Evaluation and Internal Audit 
Group has continued its assessment of the 
effectiveness and quality of the Office’s audit 
activities and the cost-effectiveness of its 
management priorities and procedures. 
(21.40 to 21.48) 


Several successful initiatives have been taken 
on the international level, including organizing 
and hoiding the XIIIth Conference of 
Commonwealth Auditors General in Ottawa 
and implementing INTOSAI (International — 
Organaization of Supreme Audit Institutions) 
Development Initiative training projects for 
individual countries and groups of countries 
throughout the world. (21.49 to 21.69) 


Improvements and innovations have been 
made in areas such as developing a core 
training currice'm for audit staff and furthering 
policies on official languages, employment 
equity and recruiting audit trainees. 

(21.38, 21.39 and 21.70 to 21.77) 
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PREFACE 


This is the second year that we have produced 
this booklet of main points from the annual 
report. It should be seen as one piece in a 
continuing task. That task is to communicate 
clearly the results of our audits. 


Our auditing only has value when we get its 
messages across. To Members of Parliament. 
To the government. To the taxpayers of 
Canada who provide the dollars the 
government spends. 


The Auditor General’s annual report exceeds 
600 pages. Of necessity, it contains much 
detailed information. Despite our best efforts, | 
recognize that it is not an easily accessible 
document. 


This booklet has two purposes. First, it gives 
the main points from each of this year’s audits. 
Second, the paragraph references at the end of 
each main point permit quick access to the 
information in the report itself. 


The main points here are very abbreviated. 
When readers have identified matters of 
interest to them, | urge them to go to the full 
report for the complete message. 


Last year, the booklet was well received. | 
hope it continues to be a useful and convenient 
tool. 


mA 


Kenneth M. Dye, F.C.A. 
Auditor General of Canada 
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MATTERS OF SPECIAL IMPORTANCE 
AND INTEREST 


1.1. The opening chapter provides the 
Auditor General with the opportunity to 
introduce his report and discuss issues he 
believes to be of particular importance. The 
chapter’s overall theme is about managing 
public funds in a time of restraint (paragraphs 
1.7 to 1.15). 


1.2 It begins with a discussion of the 
importance of accountability, stressing that all 
who spend taxpayers’ dollars must be 
answerable for how they spend them (1.16 to 
tazath: 


1.3. This is followed by a section on access 
to information for audit purposes, which 
focusses especially on the difficulties 
encountered in the audit of the 1981 acquisition 
of Petrofina (1.72 to 1.109). 


1.4 The chapter then reports on the quality 
of information available to Members of 
Parliament. It notes problems with sovereign 
debts and looks at Canada’s foreign exchange 
operations (1.110 to 1.137). 


1.5. Achieving improved efficiency is the next 
subject discussed. The Auditor General reports 
on some preliminary findings from his Office’s 
ongoing study of the efficient management of 
public resources; and he notes opportunities for 
increased efficiency identified in this year’s 
report (1.138 to 1.167). 


1.6 The chapter concludes with a short 
section on the importance of people, 
emphasizing the need for changes in the 
legislative and administrative framework 
governing the management of people in 
Canada’s public service (1.168 to 1.184). 


OBSERVATIONS BY THE AUDITOR 
GENERAL ON THE GOVERNMENT’S 
FINANCIAL STATEMENTS AND PUBLIC 
ACCOUNTS 


2.1 The financial statements of the 
Government of Canada are included in Section 
2 of Volume | of the Public Accounts. These 
financial statements continue to be based on 
certain accounting policies that | believe are 
inappropriate. As a result, the statements: 


e do not include sufficient allowance for 
Crown corporation borrowing 
(paragraphs 2.41 to 2.56); 


e do not include Crown corporations in the 
reporting entity (2.57 to 2.61); and 


e do not include the full liability for indexing 
of employee pensions (2.62 to 2.65). 


2.2 These are not just technical matters, of 
interest only to accountants. {In my opinion, the 
result of using these inappropriate accounting 
policies is that the government's financial 
statements do not reliably inform 
parliamentarians and others who read them 
(2.24 to 2.39). 


2.3. In November 1988, the Canadian 
Institute of Chartered Accountants’ Public 
Sector Accounting and Auditing Committee 
issued two new pronouncements. Measures 
recommended in these pronouncements, if 
implemented by the government, would resolve 
my concerns with the government reporting 
entity and with the liability for indexing of 
employee pensions (2.15 to 2.23). 


2.4 Important features of the Canadian 
system of governing -- consent of the 
governed, an executive entrusted with great 
powers, imposed limits on executive powers, 
and oversight of executive actions -- depend in 
part on the availability of good financial 
information. The Public Accounts of Canada 
are a major source of annually reported 
financial information (2.66 to 2.72). 


2.5 However, the Public Accounts do not 
include a comprehensive but concise annual 
financial report similar to annual reports 
published by corporations in the private sector 
(2°7340' 2:00): 


2.6 In addition, the Public Accounts use 
inconsistent accounting and classification 
practices, which make it difficult to compare 
actual with forecast results or to move easily 
between summary-level and detailed 
information (2.82 to 2.93). 


MAJOR CAPITAL PROJECTS 


3.1. We examined five construction projects 
having a total value of approximately $650 
million. In one case, by the time the project is 
completed, planning and construction will have 
taken 16 years; in another, a long-term 
Strategic plan is still not in place, although $375 
million has been expended (paragraphs 3.16, 
3.54 and 3.55). 


3.2 The Department of Public Works (DPW) 
was directed to purchase a facility at Rigaud, 
Quebec at a cost of $5 million for a Customs 
and Excise (C & E) Training College, although 
it did not meet C & E requirements. Although 
the original consultants’ report stated the 
property would be adequate to meet C & E 
needs “with some renovations", the cost of 
renovations so far has been $35 million (3.22, 
3.23 and 3.30). 


3.3. The Maurice Lamontagne Institute in 
Mont Joli Quebec, the estimated cost of which 
was initially reported to Parliament at $17 
million, was built for the Department of 
Fisheries and Oceans at an approved cost of 
$48.2 million. The Department estimates the 
eventual cost to be $56.7 million; we conclude 
that an additional $20.9 million will be required 
to complete the facility to its full capabilities, 
raising the cost to $77 million (3.39, 3.43 and 
3.49). 


3.4 The Department of Public Works is 
accountable for the Northwest Highway System 
and the Department of Indian Affairs and 
Northern Development (DIAND) is responsible 
for the Northern Roads Program. In 1973, 
Treasury Board directed that the Northwest 
Highway System and the inter-territorial roads 
under the Northern Roads Program be turned 
over to British Columbia, Yukon, and the 
Northwest Territories. This divestiture has not 
taken place (3.55). 


3.5 DIAND has reached agreement in 
principle with the Yukon and Northwest 
Territories Governments to transfer the 
remainder of the Northern Roads Program, at 
annual funding levels of $8.1 million and $9.4 
million respectively, without obtaining Cabinet's 
approval for a framework to transfer 
responsibilities for roads (3.50). 


3.6 We found the capital projects of the 
Rideau Canal and Trent-Severn Waterway of 
the Canadian Parks Service were well 
managed in accordance with our criteria for 
due regard to economy and efficiency. The 
Bassano Dam project met the audit criteria 
during the implementation phase (3.65 and 
3.19). 


AUDIT NOTES 


4.1. The Audit Notes chapter fulfils a special 
role in the annual report. Other chapters 
normally describe the findings of the 
comprehensive audits we perform in particular 
departments; or they report audits and studies 
of issues that relate to government operations 
as a whole. The Audit Notes chapter brings 
together in one place individual matters that 
have come to our attention during our financial 
audits of the Public Accounts of Canada, 
Crown corporations and other entities. It is 
also used to report some individual matters that 
have come to our attention during the 
performance of our comprehensive audits. 


4.2 Where, in the Auditor General’s 
judgment, these matters are of significance and 
of a nature that they should be brought to the 
attention of the House of Commons, the 
Auditor General Act requires him to include 
them in his annual report. 


4.3. The Audit Notes chapter is, therefore, a 
compilation of these instances. 


4.4 This year’s chapter contains a wide 
range of notes. Three relate to Crown 
corporations and other entities, and the balance 
to departmental operations. Several involve 
large expenditures of public moneys. 


4.5 While the notes report matters of 
significance, they should not be used as a 
basis for drawing wider conclusions about 
matters we did not examine. 


IMPLEMENTATION OF THE FRAMEWORK 5 
FOR THE CONTROL AND 

ACCOUNTABILITY OF CROWN 

CORPORATIONS 


5.1. Considerable progress has been made 
in implementing the framework for the control 
and accountability of Crown corporations 
introduced with amendments to the Financial 
Administration Act in 1984. Some 
improvements are possible, but most of the 
important elements are in place (paragraphs 
5.87 and 5.88). 


5.2. Most informed observers interviewed 
believe that the framework, as implemented, 
represents a vast improvement over the 
previous situation. Our own observations 
support the view that vigilance and stability 
have characterized the Crown corporations 
sector in recent years (5.23 to 5.86). 


5.3. The previous framework applied 
unevenly to a growing population of Crown 
corporations. One major improvement is that, 
except for a few that are exempted, the new 
framework applies to all parent Crown 
corporations and, through them, to their wholly 
owned subsidiaries (5.15 to 5.22). 


5.4 The legislation and regulations have 
established a fixed timetable for submitting to 
government, and for tabling in Parliament as 
appropriate, the central control and 
accountability documents. The timetable is 
closely monitored and generally observed. This 
is a sign of respect for the framework, and a 
precondition for its success (5.25 to 5.41). 


5.5 The quantity and timeliness of 
information Parliament receives about Crown 
corporations has improved significantly. 
However, its quality is uneven. The most 
evident weaknesses are in how objectives are 
articulated and linked to subsequent 
performance (5.42 to 5.47). 


5.6 Explicit roles assigned by the legislation 
to appropriate ministers and boards of directors, 
coupled with a "hands-off" stance by central 
agencies, have encouraged ministers and 
boards to take their responsibilities seriously. 
Ministers generally ensure that the 
accountability and control documents they are 
asked to endorse are carefully reviewed. Most 
boards of directors play a meaningful role in 
managing Crown corporations (5.22 to 5.72). 


5.7 The new framework is comprehensive 
and provides for reasonable balance among the 
interests of various players. But the framework 
set Out in legislation is not solely responsible for 
the demonstrated improvements. Strong and 
sustained attention by all concerned has played 
an important part in making the system work. 


DENIAL OF INFORMATION REQUIRED TO 
AUDIT MINISTERS’ TRAVEL EXPENSES 


6.1. In 1989-90 we had planned to conduct 
a government-wide audit of expenses claimed 
by ministers for travelling on government 
business. In our opinion, the Auditor General 
has clear statutory authority to audit these 
expenses (paragraphs 6.5 and 6.9). 


6.2 We requested access to receipts where 
ministers had followed Treasury Board’s advice 
to retain them. The Government told us that 
even if receipts existed they would not be made 
available to us (6.18 and 6.19). 


6.3. We sought access to the written 
requests from ministers to the Minister of 
National Defence for use of VIP fleet aircraft. 
The Government indicated that we would not 
be provided with this information (6.36 and 
6.37). 


6.4 The Auditor General therefore decided 
that in accordance with the Auditor General 
Act, Section 7(1)(b), ne must report to the 
House of Commons that he had not received 
all the information and explanations required to 
carry out the work of his Office. He also has 
decided not to proceed with the audit at this 
time (6.47). 


EFFICIENCY _ 7 


The Management and Use of 
Telecommunications in the Federal 
Government 


7.1 This year we examined how efficiently 
the federal government uses its 
telecommunications services. In 1962, the 
Royal Commission on Government 
Organization (Glassco Commission) 
emphasized the importance of Co-ordinating 
departments’ use of voice communications. 
We believe the same is true today for data 
communications. However, savings from 
economies of scale by combining voice 
communications links were not being pursued 
by the government in 1962 and are not being 
pursued for data communications 27 years later 
(paragraphs 7.8 to 7.16). 


7.2 We estimate the short-term potential for 
government-wide savings in data 
communications to be between 20 and 30 
percent of operating expenditures. This 
translates into annual savings of $30 million to 
$45 million, based on current data 
communication operating expenditures of $150 
million. in the longer term, we estimate that 
additional savings of at least 15 percent of 
voice operating expenditures are achievable 
with the integration of voice and data on 
government-wide networks (7.17 to 7.21). 


7.3. We believe that, to achieve these 
potential savings, a central focus is required for 
government-wide administration of both voice 
and data communications as a common 
service, through a responsible body, such as a 
common service agency, held accountable to 
achieve an efficient and cost-effective 
telecommunications service (7.22). 


7.4 The Treasury Board and the Department 
of Communications have taken little action to 
enforce a common service agency role for the 
efficient management of telecommunication 
services on a government-wide basis. 
Departments have no reason to consider 
anything more than their own requirements, 
resulting in a proliferation of parallel networks 
across the country. With no clear leadership, 
the government is not positioned to take 
advantage of either the significant existing 
opportunities or the technological innovations 
that should soon be available (7.23 to 7.38). 


FOLLOW-UP TO THE 1987 MANAGEMENT 
CATEGORY AUDIT 


8.1. During our follow-up we noted 
improvements in policies and practices and, in 
some respects, significant differences -- both 
positive and negative -- in the attitudes and 
perceptions of members of the Management 
Category compared with 1987. For example, 
decisions regarding pay in 1987 and 1988, 
increased flexibility granted to deputy heads in 
relation to salary administration, semi-annual 
Assistant Deputy Minister updates, creation of 
the Canadian Centre for Management 
Development and visits to regions by heads of 
central agencies were seen by the Executive 
levels -- and to a lesser extent by the Senior 
Management level -- as positive and 
constructive (paragraphs 8.9 to 8.12, 8.46). 


8.2 Although there have been improvements 
in practices such as job evaluation and staffing, 
many of the problems identified in 1987, 
notably in relation to the definition and 
composition of the Category, salary 
compression/inversion, human resource 
planning and career development and the 
accountability framework, continue to exist. In 
addition, pay for performance is still a major 
source of dissatisfaction. Efforts are being 
made to address elements of these issues. In 
some of the areas examined, the ability to 
make further progress is limited due to the 
existing legislation and thus depends on 
legislative change (8.13 to 8.89). 


8.3. Departments, however, believe that they 
are still unduly constrained in the efficient and 
effective management of their management 
teams. Perceived constraints include the 
definition of “management personnel" and the 
lack of sufficient flexibility and delegated 
authority (8.19, 8.90 to 8.93). 


INCENTIVE AWARD PLAN 


9.1. The government's Incentive Award Plan 
of six programs is intended to recognize the 
contribution public servants can make, with 
their imagination and performance, to the 
administration of the federal public service. We 
looked at two of the Plan’s programs in six 
departments to see how they were working 
(paragraphs 9.13 to 9.15, 9.28 and 9.29). 


9.2 Treasury Board Secretariat, responsible 
for the overall administration of the Plan, and 
departments and agencies with delegated 
authority to operate programs, all have roles to 
play. Those roles are not now being exercised 
in a way that will realize the Plan’s full potential 
(9.12, 9.16 and 9.27). 


9.3. Of the six programs in the Plan, two of 
them -- the Suggestion Award and Merit Award 
-- are designed to recognize that the ideas and 
efforts of employees can have both immediate 
and long-term benefits for the operation of the 
public service. These two programs are also 
important because of their influence by example 
on other public servants (9.17 to 9.22). 


9.4 Only a limited number of departments 
participate in the two programs, and the 
number of participating employees is low (9.30 
to 9.36). 


9.5 There are exceptions, however. A 
number of organizations have active and 
successful programs. !n these instances, 
senior management is visibly committed to the 
Plan and incentive programs to support it have 
been implemented that go beyond Treasury 
Board Secretariat policy requirements (9.37 to 
9.40, 9.60 to 9.72). 


9.6 There is no effective monitoring by 
Treasury Board Secretariat of Plan programs 
delegated to departments. Minimal resources 
have been allocated to the overall 
administration of the Plan, statistical! data 
collected is of limited utility and the Plan has 
not been formally evaluated in the last ten 
years (9.45 to 9.51). 


9.7 The Suggestion Award and Merit Award 
programs are not being used to their potential. 
This means the contribution that employees 
can make may not be fully recognized and 
utilized. It also means that opportunities to 
increase productivity may be overlooked and 
significant cost savings may be missed (9.52 to 
9.54). 
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ELECTIONS CANADA 


10.1. The Charter of Rights and Freedoms 
declares that: 


"Every citizen of Canada has the right to vote 
in an election of members of the House of 
Commons or of a legislative assembly and be 
qualified for membership therein.” 


10.2 Federally, the Canada Elections Act 
gives effect to that right by organizing a major 
administrative part of the federal electoral 
machinery through the Chief Electoral Officer, a 
central player in our parliamentary democracy 
(paragraphs 10.9 to 10.12). 


10.3. The efficiency and economy of the 
operations of Elections Canada are tied closely 
to the legislation that governs it. In recent 
years the Chief Electoral Officer has drawn 
Parliament’s attention to problems besetting the 
Canada Elections Act and the electoral 
machinery. However, changes in our electoral 
legislation needed to deal with these problems 
and to maintain an electoral system of a quality 
respected throughout the world have not been 
made (10.15 to 10.26). 


10.4 Over the years Elections Canada, under 
the direction of the Chief Electoral Officer, has 
sought to provide Canadians with an effective 
electoral service. However, the continuing 
effectiveness of that machinery is at risk. A 
number of factors are making it more difficult to 
guarantee an electoral service of the quality 
Canadians have grown accustomed to (10.15 
to 10.26). 


10.5 Some of the requirements for change 
arise from social changes in Canada such as 
the significant number of Canadians who travel 
or live abroad, the difficulty of enumerating an 
increasingly mobile and urban population, and 
the introduction of the Charter of Rights and 
Freedoms (10.27). 


10.6 The outdated legislation has also led to 
inefficient procedures and high cost in 
administering the electoral process (10.28 to 
10.36). 


10.7 Preoccupied with these problems, 
Elections Canada has also not given adequate 
attention to analysis, planning, financial 
management, and internal organizational 
matters. This has further impaired its efficiency 
and economy and is bound to have an impact 
on its effectiveness (10.55 to 10.103). 


DEPARTMENT OF THE ENVIRONMENT 11 
Canadian Parks Service 


11.1. The Canadian Parks Service (CPS) is 
responsible for protecting significant examples 
of Canada’s natural and cultural heritage for all 
time and providing public access to this 
heritage in ways that do not impair its integrity 
(paragraphs 11.7 to 11.9). 


11.2 Improvements to a number of 
management planning and control systems 
have been started, but implementation of most 
of these systems has been slow. The 
Canadian Parks Service lacks a strategic plan 
to provide guidance and coherence to these 
various efforts. Many of the problems we 
observed in our 1983 audit and 1985 follow-up 
still remain (11.17 to 11.21). 


11.3 The Canadian Parks Service has 
developed and uses a well designed planning 
procedure to ensure that the diverse natural 
regions of Canada will be represented in our 
national parks system. However, because 
there is no time-frame for completing the 
system, there is a danger that opportunities to 
establish parks in some natural regions may 
disappear before the national parks system can 
be completed (11.23 to 11.31). 


11.4 Although the program evaluation 
function has existed since 1978-79, the first 
evaluation study is not scheduled until 1992. In 
addition, the Canadian Parks Service continues 
to lack reliable measurement of attendance 
Statistics. More than 10 years will have 
elapsed before recognized deficiencies are 
corrected. A performance measurement 
information system is expected to be ready for 
1994 (11.32 to 11.39). 


11.5 Within the parks, procedures have been 
developed to protect the natural resources. 
However, in the parks we visited these natural 
resource management procedures were not 
being implemented, even for plants and animals 
recognized as high priority (11.40 to 11.50). 


11.6 Opportunities exist to improve the 
productivity of a number of overhead activities, 
and to reallocate resources to meet potential 
shortages in operational areas (11.68 to 
11.88). 
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DEPARTMENT OF EXTERNAL AFFAIRS 
Consular Services 


12.1 The Department of External Affairs 
provides protection and assistance to 
Canadians who live and travel abroad. The 
Department reports that Canadian missions 
abroad extended services to Canadian citizens 
on over 600,000 occasions in 1988 ranging 
from routine inquiries to situations involving 
illness, accident and death (paragraph 12.3). 


12.2 In general, the Department of External 
Affairs’ consular officers and staff provide these 
services in a dedicated way. We have 
identified a number of areas in the management 
process that, in our view, Can be improved, 
which would enable the Department to better 
meet increasing demands for service in an 
environment of restraint (12.11): 


® The Department has not defined the 
range and extent of services to be 
provided in precise enough terms to 
ensure treatment of Canadians that is 
consistent and is perceived as fair and 
that also ensures the most effective use 
of resources at each post (12.16 to 
12.27). 


e The Department’s current deployment 
and training procedures do not provide 
assurance that officers with the 
appropriate experience and training are 
placed at posts where consular work is 
the most difficult (12.28 to 12.38). 


@ The Department has not fully exploited 
the potential of its public awareness 
program for informing Canadians who 
travel abroad about potential dangers 
and about what services are, and are 
not, available abroad (12.39 to 12.44). 


® The use of honorary consuls is a less 
expensive way of providing certain 
services than establishing a regular 
mission. However, the Department has 
not clearly defined their consular 
responsibilities and does not adequately 
supervise their delivery of services 
(12.45 to 12.50). 


e The Department has not developed and 
kept up-to-date contingency plans for 
foreign Crisis situations at all its medium- 
to-high risk posts (12.55 to 12.57). 


DEPARTMENT OF FINANCE 13 


The Management Foreign Exchange 
Operations 


13.1 Canadian authorities buy and sell foreign 
Currencies to moderate short-term swings in the 
external value of our dollar. This intervention 
activity leads to a reduction of foreign exchange 
reserves when our dollar is depreciating and an 
increase when it is appreciating (paragraphs 
13.19 and 13.20). 


13.2 Foreign exchange assets are balanced 
by public debt, denominated in both foreign 
Currencies and Canadian dollars. Income 
earned on these assets is generally less than 
the cost of servicing the associated debt. 
Thus, managers seek to improve earnings and 
reduce costs, while ensuring that funds are 
always available for intervention and that risks 
are considered (13.26 to 13.28). 


13.3 Since 1980, significant amounts of gold 
held in Canada’s foreign exchange reserves 
have been sold. Proceeds have been retained 
in reserves and invested in interest-earning 
foreign currency assets. As well, interest has 
been earned on gold loans (13.37 to 13.40). 


13.4 As foreign reserves grew from early 
1987, opportunities were taken to pay down 
high-cost unmatured debt denominated in 
foreign currencies. A process for systematic 
analysis of less obvious investment alternatives 
is being developed. The feasibility of extending 
this system to simultaneously evaluate 
borrowing, liability adjustment, and risk 
coverage options should be considered (13.33 
to 13.35). 


13.5 Opportunities to improve returns and 
reduce costs may entail increased risk. We 
are suggesting that the feasibility of developing 
more formal, but flexible, risk guidelines for 
program managers be examined, along with 
systems for monitoring risk exposure and 
evaluating any reaction required (13.44 to 
13:53), 


13.6 Intervention and foreign exchange 
operations do not lend themselves to 
incorporation as part of the government’s 
annual budget and estimates. However, the 
absence of comprehensible reference material 
on this subject does nothing to encourage 
informed and regular parliamentary debate 
about these operations. We believe that more 
comprehensive coverage in this area should be 
developed and clearly presented to Parliament 
(13.54, 13.55 and 13.81). 
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DEPARTMENT OF FINANCE 
Tax Collection Agreements 


14.1. Under the tax collection agreements, the 
federal government collects individual income 
taxes on behalf of all provinces and territories 
except Quebec and corporate income taxes for 
all provinces and territories except Quebec, 
Ontario and Alberta. Taxes collected on behalf 
of the provinces and territories for 1987-88 
were about $20 billion (paragraphs 14.7, 14.10, 
14.25). 


14.2 The government's accountability to 
Parliament for the policy framework for, and 
administration of, the tax collection agreements 
should be improved; little useful information is 
currently provided to Parliament. Reporting to 
the provinces is generally in accordance with 
the agreements (14.24 to 14.32, 14.40). 


14.3. The agreements have not been kept up 
to date. Also, the flat rate taxes administered 
by the federal government on behalf of three 
provinces contravene a specific provision of the 
agreements (14.33 to 14.39). 


14.4 The methodology used by the 
Department of Finance in estimating provincial 
income taxes could be strengthened to reduce 
the possibility of significant underestimation or 
overestimation of interim payments to the 
provinces (14.41 to 14.47). 


14.5 There are weaknesses in the existing 
accounting practices and procedures for 
estimating the tax collections attributable to the 
provinces, as reflected in the Provincial Tax 
Collection Agreements Account. This Account 
forms part of the financial statements of 
Canada. No one group within the federal 
government takes full responsibility for the 
Account as a whole (14.48 to 14.55). 


DEPARTMENT OF NATIONAL HEALTH 15 
AND WELFARE > 


Canada Assistance Plan 


15.1 Under the Canada Assistance Plan 
(CAP) the federal government shares 50 
percent of the costs of eligible social service 
programs delivered by the provinces and 
territories. Federal payments were forecast at 
$4.5 billion for 1988-89 and a further $600 
million is provided in tax transfers to the 
Province of Quebec (paragraph 15.6). 


15.2 CAP expenditures are statutory and do 
not require annual parliamentary approval 
except for administrative costs. CAP is also 
open-ended; there is no ceiling on the amount 
of federal support that will be provided (15.10 
and 15.11). 


15.3 In our view, the documentation of 
monitoring and verification activities that we 
reviewed was not adequate to support the 
federal certification that costs reported by the 
provinces for federal cost sharing were eligible 
and in compliance with CAP agreements 
(15.23 to 15.55). 


15.4 We noted considerable progress in two 
areas that we commented on in previous 
audits. The settlement of claims has been 
brought to a more current basis and program 
policies and procedures have been 
documented (15.56 to 15.60). 


15.5 In our view, the lack of information 
regarding social programs funded by CAP 
continues to be a problem. Members of 
Parliament and CAP management are not 
receiving comprehensive and descriptive 
information about the impact of CAP. The 
annual report, required by law, has not been 
published since 1984-85. In our view, Part Ill 
of the Estimates can be improved significantly 
(15.61 to 15.83). 
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QUALITY ASSURANCE 


16.1 The Government of Canada spends 
more than five billion dollars annually on a 
variety of products. To ensure the quality of 
these products it has traditionally relied on 
product standards, inspection and warranty. 
These methods have been adequate for low 
technology and high volume production, but 
appear to be inadequate when dealing with 
higher technology and complex products that 
require a more comprehensive approach to 
quality assurance (paragraphs 16.7 and 16.19). 


16.2 More is at stake than the quality of the 
products themselves. In a number of cases, 
we noted that deficiencies in quality assurance 
practices have had a detrimental effect on the 
operational efficiency of equipment purchased 
for government departments (16.36, 16.41, 
16.47 and 16.52). 


16.3. Since the 1960s, a more comprehensive 
approach, commonly known as "Quality 
Assurance", has been used by purchasers to 
require suppliers to ensure that quality is built 
into the product. National and international 
standards for quality assurance have been 
adopted as requirements by an increasing 
number of Canadian companies. However, the 
government has not developed a position on 
the use of these standards in government 
purchases. As a result, in may of the contracts 
we examined, DSS and its customer 
departments had no specified requirements for 
the suppliers’ quality systems in the tender 
documents (16.22 and 16.23). 


16.4 The government is the largest single 
purchaser of Canadian goods. Its position on 
issues related to quality assurance is critical to 
Canadian companies. The government can, 
through its procurement procedures, take 
positive steps to encourage a more rigorous 
approach to quality and thereby enhance the 
reputation and competitiveness of Canadian 
industry, both at home and in the international 
market (16.24). 


16.5 DSS has not had a corporate focus on 
quality assurance since 1979 when the Quality 
Assurance Branch was dissolved. However, 
we noted that this functional responsibility has 
recently been assigned to the Canadian 
General Standards Board. The Board will be 
involved in the assessment and application of 
quality assurance standards (16.26 and 16.27). 


16.6 Because the contracts we audited were 
limited and not randomly selected, government 
wide conclusions were not drawn based on the 
contracts examined. However, our examination 
of systems and procedures uncovered issues 
which need to be addressed if a full quality 
assurance program is to be instituted (16.15). 


FEDERAL REGULATORY REVIEW 17 
PROCESS 


17.1 Regulations are important and pervasive 
instruments of national and international policy. 
In 1985-86, regulatory programs cost the 
government an estimated $2.7 billion and 
Canadians about $30 billion (paragraphs 17.4 
and 17.6). 


17.2 In 1986, the government implemented 
new administrative procedures for developing 
regulations, requiring ministerial and public 
servant accountability, full public participation, 
impact assessments of regulations, public 
disclosure of key information and periodic 
review of regulatory programs (17.11). 


17.3 In our opinion, the government’s new 
procedures for developing regulations support 
essential elements of public sector 
accountability. Our audit of the extent to which 
branches of four departments comply with the 
procedures found that (17.35 to 17.46): 


e Accountability for the development of 
regulations is, for the most part, clear. 


® Major improvements are needed in the 
public reporting of key information on 
regulations such as significant 
commercial benefits to private sector 
firms and costs to the government. 


® Departments do not always provide all 
interested parties equal and consistent 
opportunities for consultation on 
proposed regulations. 


® Departmental studies, at times, do not 
use the same approach to assessing 
benefits and costs of proposed 
regulations. A lack of a consistent 
approach can make some regulations 
appear to have higher benefits or costs 
than others. 


e Departmental evaluations of regulatory 
programs need to be improved. 


e In some cases, practical alternatives to a 
proposed regulation were not identified 
and assessed. 


® The work of the Standing Joint 
Committee for the Scrutiny of 
Regulations is essential for maintaining 
Parliamentary control over regulation- 
making powers delegated to the 
government by Parliament. 
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DEPARTMENT OF NATIONAL REVENUE - 
CUSTOMS AND EXCISE 


Excise 


18.1 Federal sales and excise taxes, totalling 
$17.2 billion in 1987-88, are a significant 
source of government revenue. Since 1985- 
86, annual revenue from the federal sales tax 
has surpassed revenue from corporate income 
tax. It was equal to about 30 percent of 
revenue from personal income tax in 1987-88 
(paragraphs 18.7 to 18.9). 


18.2 In the April 1989 federal budget, the 
government announced the introduction of the 
goods and services tax to replace the federal 
sales tax in January 1991 (18.13 to 18.19). 


18.3 The population of taxpayers is expected 
to increase by at least 13-fold, from 75,000 to 
over 1 million, and the mechanics of the new 
tax will be completely different. The 
Department faces an unprecedented challenge 
in preparing to implement it. It will need to give 
it the priority and resources required to ensure 
the successful delivery of this major 
government initiative (18.25 to 18.50). 


18.4 We found certain weaknesses in the 
Excise Branch’s administration of the federal 
sales tax, including: 


® the level and scope of enforcement 
activities have been decreasing over 
time; 
e information on performance and 


compliance has not been adequate, and 
data have not been used to the best 
advantage for program administration; 


e certain departmental practices have 
gone beyond legislation; and 

e tools and staff training could be 
improved. 


It is important for the Department to analyze 
and correct the causes of these weaknesses, 
and not to run the risk of repeating them under 
the new tax regime (18.23 and 18.24). 


18.5 The federal sales tax will continue to be 
an essential revenue program until it is 
replaced. During the transitional period, while 
the Excise Branch plans for the new tax, it must 
also be vigilant in safeguarding revenue and 
maintaining the integrity of the system to 
minimize revenue loss (18.132 to 18.137). 


DEPARTMENT OF NATIONAL REVENUE - 19 
TAXATION 


Revenue Programs and Source 
Deductions 


19.1 Millions of dollars in additional revenues 
could be collected if National Revenue - 
Taxation were to expand its payroll and non- 
resident audit coverage further. This is 
demonstrated by the fact that increases in audit 
coverage since 1984-85 have resulted in 
substantial increases in source deductions 
assessed and in the amount of unreported 
income discovered (paragraphs 19.37 to 
19.44). 


19.2 Delays in the receipt and deposit of 
revenues due to National Revenue - Taxation’s 
processing procedures have been reduced 
following interim changes made by the 
Department in 1988. These delays were 
highlighted in a 1986 study commissioned by 
the Office of the Comptroller General and were 
estimated by us to cost roughly $24 million 
annually. Final measures instituted in early 
1989 to speed the deposit of cash received 
through district offices should further reduce or 
eliminate this cost (19.20 to 19.22). 


19.3 Productivity levels differ in taxation 
centres for similar activities. The differences 
result from a variety of factors, many of which 
can be influenced by departmental 
management alone or in concert with the 
central agencies. Analysis of these activities 
would likely reveal opportunities for efficiency 
enhancement (19.71 to 19.78). 


19.4 In the event of a disaster, National 
Revenue - Taxation does not have an adequate 
plan for continuing operations on an interim 
basis while the computer system is being 
restored (19.32 to 19.34). 


19.5 Problems that we have reported on two 
previous occasions (1985 and 1987) 
concerning the growth of the Canada Pension 
Plan unidentified earnings file have not yet 
been resolvcd. The value of items in the file 
has now reached $108 million. If contributors 
do not receive credit for these contributions, 
their pensions will be lower than they should be 
(19.60 to 19.63). 
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STATISTICS CANADA 


20.1 Statistics Canada is a central statistical 
agency charged with providing statistical 
information and analyses on Canadian society. 
Expenditures in 1988-89 were $246.5 million; 
there were 4,200 full-time employees and 
approximately 1,600 part-time interviewers 
(paragraphs 20.8 and 20.9). 


20.2 In the areas we examined, we noted a 
dedication on the part of Agency staff to 
maintaining good statistical practice. Statistics 
Canada managers, however, are faced with the 
challenge of making choices among many 
competing demands in the context of budgetary 
constraint. For planning and accountability 
purposes, more specific information should be 
included with the statement of activity 
objectives on the data requirements to meet the 
needs of the main users (20.17, 20.19, 
20.23). 


20.3 Statistics Canada’s independence in 
statistical matters is recognized. Its obligation 
is thus even greater to report to Parliament, 
through the Minister, and to users of its 
statistics, the consequences of the choices it 
makes. More information should be provided 
on the impacts associated with program 
changes. An example would be the 
reinstatement of the 1986 Census with a 
reduced budget, which resulted in a reduction 
of the quality of the population count (20.16, 
20.44, 20.46). 


20.4 Budgetary restraint has resulted in a 
number of reductions in sample sizes and 
survey coverage and difficulty in meeting 
established levels of service to the public. 
Because objectives were not always clearly 
defined, the consequences of these changes 
could not be readily assessed against stated 
requirements. There is an ongoing need to 
provide more information to users, for example, 
on the implications of the changes in the data 
being put into the System of National Accounts 
(20.61, 20.66, 20.57, 20.82). 


20.5 Steps need to be taken to clearly define 
the authority under which Statistics Canada is 
selling publications. We found that the 
procedure for setting prices of publications was 
different from that used by the Canadian 
Government Publishing Centre at Supply and 
Services Canada. We believe there is a need 
for appropriate approvals to be obtained for the 
pricing system for its publications (20.85, 
20.88). 


DEPARTMENT OF SUPPLY AND 21 
SERVICES 


Scope of the review 


21.1 The objectives of this year’s review were 
twofold. The first was to follow up and assess 
the adequacy of corrective action undertaken 
by the Department of Supply and Services 
(DSS) in response to our 1987 audit of its 
government-wide administrative services. The 
second was to determine client departments’ 
perceptions of the cost and quality of DSS 
government contracting services by conducting 
an opinion survey (paragraphs 21.18 to 21.20). 


Follow-up of our 1987 audit findings 


21.2 DSS management has commenced 
corrective action, most of which is still in 
progress. Some of the more significant 
productivity issues reported in our 1987 chapter 
will take time and effort to resolve. Systems 
and infrastructures that were designed to suit 
the 1970s technology are gradually being 
transformed to fit the needs of the 1990s 

(21.21 to 21.51). 


Opinion survey of government contracting 
services 


21.3 In general, client departments are 
Satisfied with the central role played by DSS in 
the government contracting process. However, 
concerns were expressed over the timeliness of 
awarding contracts, delivery, and the cost and 
quality of goods and services procured. DSS 
clients suggested improvements in the process 
of planning and administration of the 
government contracting process (21.52 to 
21.100). 


Department’s conclusion 


21.4 The reflections in this chapter convey an 
understanding of what is happening within the 
Department and provide an objective and 
professional point of view. The information 
included in the chapter will be of value to the 
continuing process of effecting change in the 
Department. 
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DEPARTMENT OF TRANSPORT - 
CANADIAN COAST GUARD 


Protecting Mariners’ and the Public’s 
Interest 


22.1 Ship Safety. The Coast Guard has 
allocated the majority of the resources given to 
the Ship Safety Branch to three areas: 
performance of mandatory inspections of 
necessary safety features, development of 
regulations, and examination of mariners. In 
these areas its activities appear to be well 
organized and are carried out by qualified and 
dedicated inspectors. However, the Coast 
Guard has not set out specific objectives for its 
ship safety activities; nor has it done an 
analysis to identify the areas of greatest relative 
risk to mariners and to the public interest. The 
Coast Guard does few random inspections to 
detect and prevent unsafe operating practices 
on fishing vessels, unsafe transportation of 
dangerous goods, or the use of unqualified 
seamen for critical tasks (paragraphs 22.19 to 
22.38). 


22.2 Marine Emergencies. At present the 
Coast Guard has not developed the capability 
to deal with spills or accidents involving 
hazardous materials other than petroleum 
products. The Coast Guard has installed oil 
pollution containment equipment at various sites 
throughout the country. Contingency plans are 
in place for dealing with major oil spills. The 
Coast Guard has gained some experience in 
cleaning up various oil spills, but it has not 
acquired the resources for field responses to 
major oil spills or spills of hazardous materials 
other than petroleum products. In responding 
to a major incident of oil pollution from a ship, 
the Coast Guard would rely on a joint response 
network which it has formed. However, the full 
capability of this network to contain, control and 
clean up a major oil spill has not been put to 
the test (22.52 to 22.55). 


DEPARTMENT OF TRANSPORT - 
CANADIAN COAST GUARD 


Fleet Management, Aids to Navigation and 
Icebreaking 


23.1 Fleet Management. !n our opinion the 
use of more efficient manning, maintenance 
and deployment practices could have a positive 
impact on the $183 million projected operating 
costs, and the $2.5 billion replacement costs, of 
the 46-vessel fleet. For most of its vessels 
used year-round to tend navigational aids and 
break ice, the Coast Guard uses an office-type 
work week rather than a system which would 
facilitate making the most efficient use of its 
ships. In our opinion overtime costs of $13.8 
million could be reduced if compensation 
practices better matched the seasonal work 
patterns of its heavy icebreakers. Our analysis 
of fleet deployment indicated that the aids to 
navigation workload for 1987-88, a typical year, 
could have been done with at least five fewer 
ships, with no discernable reduction in present 
service. These ships have a replacement 
value of $169.1 million and annual operating 
costs of over $10 million (paragraphs 23.12 to 
23.300): 


23.2 Aids to Navigation. We found wide 
variations in the contracting out practices 
among regions for placing and maintaining 
buoys and other aids to navigation. We found 
examples of new technologies that had been 
developed in individual regions, but there was 
little cross-fertilization of these ideas among 
regions (23.47 to 23.54 and 23.65). 


23.3 The Coast Guard has standardized the 
equipment used across the country, but we 
noted that few maintenance practices had been 
Standardized. Consequently, one of the main 
benefits of standardization, improved efficiency, 
was not being achieved (23.55 to 23.58 and 
23,09): 


23.4 Icebreaking. The Coast Guard does 
not know the extent to which its existing fleet 
meets or exceeds program requirements. In 
Spite of this lack of information and analysis on 
requirements, the Coast Guard has spent 
approximately $686 million in acquiring or 
modernizing vessels capable of undertaking 
icebreaking missions since our last audit in 
1983 (23.72 and 23.83). 


23 


24 


CANADA EMPLOYMENT AND 
IMMIGRATION COMMISSION 


Unemployment Insurance Account 


24.1. The Unemployment Insurance Program 
has evolved over the years into a compulsory 
and contributory socio-economic program as 
well as an insurance program. However the 
regular benefits paid relating to the insurance 
objectives and to the socio-economic aspects 
are not subject to separate disclosure to 
Parliament (paragraphs 24.12 to 24.17). 


24.2 The Commission continues to detect a 
large number of overpayment cases each year. 
These represent 12 percent of all claims for 
benefits. Until recently, few initiatives had been 
undertaken for purposes of deterrence or 
prevention (24.26 to 24.30). 


24.3 Because detection of infractions is late, 
penalties are weak, and overpayments are not 
recovered from money owed to claimants by 
other federal programs, there are few effective 
deterrents (24.31 to 24.41). 


24.4 A lack of indicators to assess the 
performance, speed, and quality of counselling 
services and their effectiveness makes them 
difficult to manage (24.66 to 24.80). 


24.5 Potential cost savings could be achieved 
by further reducing general administration and 
support services costs chargeable to the Ul 
Account (24.84 to 24.92). 


FOLLOW-UP TO THE FINANCIAL 25 
MANAGEMENT AND CONTROL STUDY OF 
1987 


25.1 The agencies of the Treasury Board are 
encouraging departments to make 
improvements to their systems for financial 
management and control. They have yet to 
assess the extent of change as the result of 
their recent initiatives (paragraphs 25.10 to 
25.56). 


25.2 The initiative to increase ministerial 
authority and accountability (IMAA) has been 
moving forward. Progress in terms of signed 
agreements has been slower than first 
anticipated, but more are coming. We cannot 
comment on the end results until cost and 
performance information systems are further 
developed, more annual management reports 
are submitted, and accountability reviews take 
place. However, we remain concerned about 
accountability (25.14 to 25.34). 


25.3 In general, departments have initiated 
action on the observations and 
recommendations of the 1987 Financial 
Management and Control Study. Slow 
improvement is indicated in some important 
areas and problems are recurring. Leadership 
is still required from central agencies to improve 
financial management, and departments need 
to be vigilant in applying internal controls 
(235397-10125:78): 
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FOLLOW-UP OF RECOMMENDATIONS IN 
PREVIOUS REPORTS 


26.1. The follow-up chapter reports on the 
actions taken by departments and agencies in 
response to our past observations and 
recommendations. We give a mixed report 
card. In some cases considerable progress 
has been made, while in others it has been 
slow. 


26.2 1986 Audit: In three of the four program 
areas in the Department of Agriculture that 
were audited in 1986,reasonable progress has 
been made. The fourth -- Farm Income 
Services -- is presently the subject of a major 
policy review (paragraphs 26.16 to 26.21). 


26.3 1987 Audits: National Revenue - 
Customs and Excise has addressed most of 
our recommendations; however, some issues 
have not been fully resolved (26.22 to 26.32). 


26.4 Action has been taken at the 
Department of Energy, Mines and 
Resources on a number of problems identified 
in our report. But major challenges remain. 
Continuing problems involve inadequate 
information at the corporate level and for 
planning, managing and reporting on new 
initiatives (26.33 to 26.39). 


26.5 Progress has been slow in implementing 
major changes to processes and systems 
needed to address the concerns identified in 
our audit of common administrative systems at 
the Department of External Affairs. The 
Department states that factors beyond its 
control within the federal government have 
contributed to delays (26.40 to 26.68). 


26.6 The Department of National Defence 
is taking action on most of our 
recommendations. Many of the initiatives are 
longer-term and it is important that interim 
measures be pursued and enhanced. The 
Department has assisted the follow-up by 
submitting to us semi-annual reports on 
progress (26.69 to 26.83). 


26.7 Satisfactory progress has been made by 
Canada Employment and !mmigration 
Commission in the area of financial 
information systems. But no policy on financial 
analysis for new programs has been put in 
place. Little progress has been made in two 
other areas (26.84 to 26.101). 


26.8 Our follow-up of Special Audits finds 
that progress has been satisfactory in Risk 
Management. Progress has been made in the 
use and management of Microcomputers. 

We are going to audit again in 1991 (26.102 to 
26.112). 


SPECIAL AUDITS 27 
Emergency Preparedness Canada 


27.1 We found that interdepartmental co- 
Ordination had improved since our 1987 audit. 
Emergency Preparedness Canada (EPC) is 
providing general direction to departments, but 
not adequate guidance about their roles or 
levels of response in the event of a specific 
emergency (paragraphs 27.18 and 27.19). 


27.2 EPC is using risk analysis in its planning 
for earthquakes in British Columbia. EPC is 
considering the use of risk analysis as a 
complement to existing approaches in planning 
for national emergencies, but does not yet 
routinely utilize this technique (27.23 and 
27.24). 


27.3 Goals and deadlines for national 
emergency planning by departments remain 
inadequately specified. For example, in August 
1988 EPC requested departmental planners to 
provide achievable dates for completion of 
milestones. EPC could not provide us with any 
specific responses to this request (27.27 to 
27.29). 


27.4 We found planning for National 
Emergency Agencies (NEA) to be inadequate. 
Recently passed legislation assigns various 
powers to the Governor in Council to enact 
Orders and Regulations for emergency 
planning and for designated national 
emergencies. We are concerned that there is 
no master plan with milestones for enactment 
of Orders and Regulations and that there may 
be gaps or overlaps with resultant confusion 
between the individual Orders and Regulations. 
Several departments have also expressed 
concern along these lines (27.31 and 27.32). 


Courier Services 


27.5 Total expenditures On courier services 
could not be identified accurately (27.40). 


27.6 Ad hoc contracting procedures in some 
departments do not ensure that courier services 
are acquired with prudence and probity (27.42 
and 27.43). 


27.7 The Department of Supply and Services 
(DSS) obtains substantial discounts on 
published tariff rates for courier services. 
Further reductions in rates could be obtained 
from certain firms by consolidating locations 
within departments for picking up and delivering 
items (27.45 and 27.46). 


27.8 Departments have to call DSS or 
individual courier firms to find out the rates 
charged under existing agreements. If such 
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SPECIAL AUDITS (cont'd) 


information were readily available, departments 
could easily compare rates and select the least 
expensive firm (27.47). 


27.9 Departments which negotiated directly 
with courier firms for specified services 
obtained better prices than those available 
under DSS Agreed Rate arrangements (27.48). 


27.10 In the departments where we audited 
use of courier services, controls over the use of 
such services ranged from very good to non- 
existent (27.49 and 27.50). 


27.11 Alternatives to courier services could be 
used more extensively (27.51). 


ORGANIZATION AND PROGRAMS OF THE 
OFFICE OF THE AUDITOR GENERAL 


28.1 This chapter describes the organization 
and activities of the Office and highlights some 
of our major initiatives undertaken or completed 
during the past year. It also describes the role 
of the Auditor General, the requirements of the 
Auditor General Act and the three types of 
audits the Office performs: attest, authorities 
and value-for-money (paragraphs 28.10 to 
28.33; 28.109 to 28.119). 


28.2 The Office has proposed amendments to 
Sections 4, 8 and 11 of the Auditor General 
Act (28.34 to 28.40). 


28.3 Methodology development has moved 
ahead, with the publication of two audit guides 
(Auditing Financial Management and Control, 
and Auditing Capital Asset Projects), and 
research into the scoping of value-for-money 
audits. The scope and objectives of the 
Comprehensive Auditing Manual revision 
project have been expanded to include a 
comprehensive review of audit-related policies 
(28.41 to 28.43). 


28.4 The Office has continued to upgrade its 
use of technology in auditing and internal 
communications, currently focussing on tools 
for analysis, creation, communication and 
management (28.44 to 28.63). 


28.5 The Office has used alternative means 
of communicating audit results: videos of four 
annual report chapters; a booklet presenting 
main points of all annual report chapters; and 
an electronic version of the annual report with a 
text-retrieval software package (28.66 to 
28.70). 


28.6 Two outside organizations have 
presented awards to the Office (28.71 to 
28.75). 


28.7 The Program Evaluation and Internal 
Audit Group has assessed the work, practices 
and procedures of the Office through various 
surveys and reviews (28.79 to 28.91). 


28.8 The Office participated in four major 
international projects this year: an international 
fellowship program; a review of the NATO audit 
system; the Sino-Canadian Auditor Training 
Project; and the INTOSAI (International 
Organization of Supreme Audit Institutions) 
Development Initiative, which designs and 
conducts training projects for groups of 
countries throughout the world (28.92 to 
28.108). 


28.9 Progress and innovations have been 
realized in the areas of curriculum 
implementation, employment equity and stress 
management training (28.64 to 28.65, 28.76 to 
28.77, and 28.78). 
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Preface 


This is the third year we have produced this booklet of main points 
from the annual Report. It should be seen as one element in a 
continuing task. That task is to communicate Clearly the results of our 
audits. 


Our auditing has value only when we get Our messages across: to 
Members of Parliament, to the government, to the taxpayers of 
Canada who provide the dollars the government spends. 


The Auditor General's annual Report exceeds 700 pages of detailed 
information. Despite our best efforts, | recognize that it is not an 
easily accessible document. 


This booklet has two purposes. First, it gives the main points from 
each of this year’s chapters. Second, the paragraph references at the 
end of each main point permit quick access to the full Report. 


The main points here are very abbreviated. When readers identify 
matters of interest to them, | urge them to go to the Report for the 
complete message. 


The booklet has been well received in the past. | hope it continues to 
be a useful and convenient tool. 


pi eh S 


Kenneth M. Dye, F.C.A. 
Auditor General of Canada 
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Matters of Special Importance 
and Interest 


1.1 In this chapter, | highlight issues that | believe to be of 
particular importance. In this last year of my term, | look back over 
changes in federal government management in the eighties, and 
identify future challenges (paragraphs 1.8 to 1.12, and 1.32 to 1.43) 


1.2. There have been significant improvements during my term, 
notably in Crown corporations, financial contro! and information to 
Parliament. Nevertheless, a lack of a sense of urgency which | noted 
in 1981 still exists in too many cases. Slow action -- or inaction -- to 
correct identified deficiencies leads to inefficiency, and can affect 
employee morale. | cite examples of good responsiveness, hoping 
that more departments and agencies will react in a timely manner. 
Computer security, among other matters, requires urgent action (1.74 
tos 41): 


1.3. Particular concerns about enforcement of rules, public safety 
and the need for better inter-departmental co-ordination have been 
identified as a result of our sectoral audits (1.56 to 1.73). 


1.4 The key to improved government operations is people. 
Supported by many examples in this year’s Report, | repeat my 
message of last year that fundamental change -- legislative and 
administrative -- is necessary in the way we manage people. The 
government is taking important steps in this direction (1.112 to 1.128). 


1.5 Comprehensive auditing has evolved over the decade in ways 
that | think better serve Parliament. | highlight two matters requiring 
attention. Reporting my audits as they are completed, rather than 
annually, would further enhance our service to Parliament. And the 
question of my access to ministers’ travel expenditure information 
remains unresolved (1.168 to 1.176). 


1.6 | conclude with personal reflections on my experience as 
Auditor General, and on the importance of public service (1.177 to 
1.191). 


Chapter 1 2 


Observations by the Auditor General 


on the Financial Statements of the 
Government of Canada 


2.1 The audited financial statements of the Government of Canada 
are included in Section 2 of Volume | of the Public Accounts. These 
financial statements show, in summary, the government’s: 


® financial position - the government’s cash balances and 
investments, together with amounts owing to and by the 
government at the end of the year; 


e results of operations - what the government’s revenues and 
expenditures for the year have been; 


e changes in financial position - the government’s cash 
requirements for operating and investing activities, and how 


these activities were financed; and, 


® financial requirements - the extent to which cash going out from 
the government exceeded the cash coming in, and the resulting 
net new borrowing. 


2.2 1990 is the first year an Auditor General has given an opinion 
without reservations on the government's financial statements since 
enactment of the Auditor General Act. Audit opinions in past years 
contained significant reservations because inappropriate accounting 
policies, which caused the financial statements to be misleading, had 
been used. 


2.3. This year, the Minister of Finance and the President of the 
Treasury Board strengthened the government's accounting policies. 
As a result, | am pleased to report that the 1990 financial statements 
present information fairly in accordance with these policies -- the 
statements reliably inform Members of Parliament and others who 
read them. 


2.4 The evolution of government accounting and reporting has 
been swift in the past decade. | recognize that it takes time for 
governments to adjust. Nevertheless, there are two matters that | 
believe need attention in future years. 


2.5 First, the government should continue to study and implement, 
where applicable, recommendations of the Canadian Institute of 
Chartered Accountants’ Public Sector Accounting and Auditing 
Committee. 


2.6 Second, the government should present its financial statements 
in a comprehensive but concise annual financial report. 
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Audit Notes 


3.1. The Auditor General Act requires the Auditor General to 
include in his annual report matters of significance that, in his opinion, 
should be brought to the attention of the House of Commons. 


3.2. The Audit Notes chapter fulfils a special role in the annual 
Report. Other chapters normally describe the findings of the 
comprehensive audits we perform in particular departments; or they 
report audits and studies of issues that relate to government 
operations as a whole. The Audit Notes chapter is a compilation of 
individual matters that have come to our attention during our financial 
audits of the Public Accounts of Canada, Crown corporations and 
other entities. It is also used to report some specific matters that have 
come to our attention during the performance of our comprehensive 
audits. 


3.3. The chapter contains a wide range of notes. Three relate to 
Crown corporations, and the balance to departmental operations. The 
three Crown corporation notes deal with allowances for potentially 
Significant financial losses. Two notes on departmental operations 
deal with costly unintended income tax benefits provided by the 
Canadian tax system. The other notes on departmental operations 
generally concern expenditures of public money without due regard for 
economy or without adequate authority. 


3.4 While the notes report matters of significance, they should not 
be used as a basis for drawing wider conclusions about matters we 
did not examine. 
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Follow-up of Recommendations in 
Previous Reports 


4.1. The follow-up chapter reports on actions taken by departments 
and agencies in response to our past observations and 
recommendations. In some cases, considerable progress has been 
made, while in others it continues to be slow. 


4.2 Information for Parliament - For the 1990/91 Part Ill of the 
Estimates, the Office of the Comptroller General issued specific 
suggestions and guidelines covering many of the areas we noted in 
our 1988 chapters. In some cases, our follow-up in departments and 
agencies found improvements, while in others, we found inadequacies 
(paragraphs 4.17 to 4.20). 


4.3. Department of Agriculture - Food Production and 
Inspection Branch - Our review indicated that management has 
taken significant action on all of our recommendations. However, the 
Department must continue to marshall the resources and the 
sustained will to ensure full implementation of these recommendations 
(4.40 to 4.49). 


4.4 Department of Agriculture - Information for Parliament - 
We have reviewed the systems and practices on which the 
Department of Agriculture relies in order to have a reasonable level of 
assurance that the Department’s Part III is accurate, clear, consistent, 
and complete. We conclude that there are deficiencies in these 
systems and practices as currently carried out by the Department, that 
are of concern both to us and the Department (4.50 to 4.83). 


4.5 Canadian International Development Agency (CIDA) - 
Overall progress in implementing our recommendations has been 
slow. We remain concerned about the continuing weaknesses in its 
contracting practices (4.84 to 4.103). 
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Job Classification: A Follow-up 


5.1 Job classification is a process for determining the relative worth 
of jobs. The effective design and Management of the classification 
system are of special significance because of the system’s central role 
in relation to the management of people in the public service, and its 
relationship to payroll costs. In 1988/89 public service straight-time 
payroll costs exceeded $7 billion (paragraphs 5.5 to 5.8). 


5.2 In 1984 this Office audited the management of job 
Classification. We reported a service-wide misclassification rate of 
close to 24 percent, resulting in an unwarranted annual net cost of 
$125 million. We made recommendations designed to improve the 
Management and control of job classification (5.12 to 5x4): 


5.3. This 1990 follow-up examined progress since 1984 and found: 


e Treasury Board Secretariat and departmental monitoring and 
control Capabilities are reported as significantly improved; 

e a large number of classification standards have been revised 
but the delay in updating some classification standards is 
serious; 

® progress in implementing a system of departmental benchmarks 


- a “key job" system - has been limited; and 


& while a reduction in the rate of misclassification to 6.4 percent 
in 1988/89 has been reported by the Treasury Board 
Secretariat - resulting in an unwarranted annual net cost of 
approximately $5 million - weaknesses in the conduct of the 
audit may have affected results. There is a need for increased 
audit rigour (5.23 to 5.49). 


5.4 The need for reform of personnel management, including job 
Classification, is now under review as part of the Government’s Public 
Service 2000 initiative. The need to simplify the job classification 
system is Clear (5.16 to 5.18 and 5.50 to 5.64). 
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The Audit Regime for Crown Corporations 


6.1. The Financial Administration Act assigns prime responsibility to 
Crown corporations for keeping their own books and records and 
maintaining appropriate systems and practices. They are to report 
annually on the results of their operations, their financial positions and 
the extent to which they have met their objectives for the year. The 
audit regime -- primarily internal audit, annual audit and special 
examination -- plays an important and constructive role in providing 
accountability information to the corporation, government and 
Parliament (paragraphs 6.10 to 6.12). 


6.2 The newest component of the audit regime, special 
examination, has been carried out in 46 Crown corporations; this 
Office was responsible for 29. In most cases there were significant 
deficiencies reported to boards of directors. The high incidence of 
significant deficiencies in this first five-year cycle of special 
examinations should not necessarily be interpreted as a sign of overall 
problems, but rather may be an indication of the time needed to meet 
the new requirements. Moreover, generally by the time the special 
examination reports were being finalized, management was already 
planning or initiating corrective action (6.13 to 6.35). 


6.3. There is one general area of concern. Many significant 
deficiencies were related to a lack of clearly defined objectives and to 
a failure to measure and report on performance. There is a real need 
for many Crown corporations to improve their reporting on results in 
relation to objectives. To do so would help considerably in closing the 
loop of accountability to Parliament (6.36 to 6.45 and 6.93 to 6.98). 


6.4 In the majority of cases where internal audits had been carried 
out, the examiner relied on their results. However, there were a 
number of cases where reliance was not possible, either because of 
the nature of the work by internal audit or because, notwithstanding 
the requirement to do so, no internal audits had been done. The 
Office strongly supports effective internal audit; where a corporation 
can demonstrate that the benefits do not justify the cost, it should seek 
an exemption from this FAA requirement (6.54 to 6.60). 


6.5 Over the past five years, most audit reports on the annual 
financial statements of Crown corporations have been without 
reservations of opinion and without other matters reported. This is an 
improvement over the period before the FAA was amended (6.78 to 
6.92). 


6.6 Based on the experience of this first five-year cycle of special 
examinations, and on a review of the results of annual audits, the 
Office supports this new and strengthened audit regime (6.107 to 
6.108). 
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Values, Service and Performance 


7.1 This is a study of Public Service values. Four departments 
participated. We interviewed 200 people across the country, including 
managers, staff, senior executives and politicians. We looked for 
insights into what helps people perform well at work, what value 
dilemmas prevent this, and how such dilemmas can be resolved 
(paragraphs 7.6 and 7.19). 


7.2 Improving service and performance in the Public Service is a 
function not only of systems and structures, but also of people and 
values. Values influence which tasks people will do with care; which 
they will do superficially, and which they will try to avoid. The role of 
values has received little attention. Managers tend to give more 
attention to systems and structures (7.13). 


7.3. We distilled three aspirations that people at all levels and 
locations consistently expressed. People value making a contribution; 
they want to make a difference, have an influence, and master some 
task or activity. People value being recognized and rewarded for their 
contribution; they look for respect and appreciation. People value 
belonging to a group, especially if they consider that group to be 
successful (7.37). 


7.4 Dilemmas arise when an organization values primarily control 
and compliance, while its people value commitment and caring. 
These dilemmas between the hard and soft elements of management 
constrain people from achieving results (7.7 and 7.42). 


7.5 We examined some work units that have resolved such 
dilemmas. They manage through understanding, balancing the hard 
and soft elements of management. They are islands of innovation. 
None of them was able to develop this balanced organizational culture 
quickly. It took five to ten years of persistent effort, sometimes over 
two or three generations of leaders. Ensuring continuity in leadership 
approach seems to be a crucial element in the survival of these 
islands of innovation (7.78 and 7.88). 
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Efficiency In Government: A Special Study 


8.1 Managing with due regard to efficiency is an essential aspect of 
ensuring that the government is getting good value for money in the 
management of its operations (paragraphs 8.13 to 8.19). 


8.2 Responsibility for managing with due regard to efficiency in the 
government is shared by central agencies and departments. Central 
agencies are responsible for establishing the framework for overall 
government operations, allocating resources, providing functional 
guidance and assessing government-wide opportunities to provide 
better service. Departments are responsible for delivering specific 
government programs or services with due regard to efficiency (8.24 
to 8.27). 


8.3 The types of problems identified in this chapter are not new. 
Variations on these themes have been reported before in both 
government-wide studies and value-for-money audits of departments. 
What is new, because of the government’s financiai constraints, is the 
urgency of addressing efficiency as one method to ensure that 
services are provided at least cost and maximum quality, while 
meeting the government's legislative obligations (8.11 and 8.12). 


8.4 The government recently has taken a number of related 
initiatives designed to improve government performance, such as 
Increased Ministerial Authority and Accountability, and Public Service 
2000. It is still too soon tc review their impact on the efficiency of 
government operations (8.26 and 8.27). 


8.5 Our study indicates that departments, using a variety of 
approaches, are attempting to improve efficiency. Such approaches 
have included changing departmental management philosophy, 
analysing operations, and implementing new technology. 
Nevertheless, many weaknesses in the way departments demonstrate 
that they manage with due regard to efficiency need to be addressed, 
by both central agencies and departments (8.60 to 8.69 and 8.82 to 
8.98). 


8.6 Most efficiency improvements in departments are ad hoc, 
without reference to a management plan. Some efficiency 
improvements have been achieved but information on them is not 
widely shared (8.79 to 8.98 and 8.47 to 8.56). 


8.7. Departmental reporting and accountability documents used for 
overall government resource allocation contain little information on 
efficiency. Planning is largely driven by the budget process, without 
adequate information on managing with due regard to efficiency (8.32 
to 8.46). 


8.8 Recognition and reward systems to encourage employee 
performance need to be further improved. Opportunities to 
significantly improve efficiency will be missed unless the public service 
Can instill management values and attitudes designed to encourage 
employees to work to their potential (8.70 to 8.78 and 8.57 to 8.59). 


8 Chapter 8 


8.9 Relevant cost and performance data is, for the most part, 
unavailable or underutilized. Expenditures for administrative and 
support functions are inconsistently recorded and inadequately 
disclosed, making it difficult to formally assess how recent budgetary 
cutbacks have affected overhead costs and efficiency (8.99 to 8.107). 


8.10 Any formal assessment of due regard to efficiency must rely on 
information related to costs and performance. Except for a few 
instances, the quality of information on efficiency has not improved 
since 1987, when we reported that it was poor (8.108). 
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Information Security Audit 


9.1 Over the last five years an explosion of growth in the use of 
computers has increased the opportunity for fraud, damage and 
abuse, and has left the government vulnerable to theft of the computer 
information under its stewardship. The 1986 Government Security 
Policy, which represented a major step forward, requires that the 
government appropriately safequard all classified and sensitive 
information under its control. Our audit focussed on the security of 
sensitive computer information, excluding the information that is 
classified for reasons of national security. We included central and 
lead agencies as well as 13 sample departments (paragraphs 9.6 to 
9.28). 


9.2 The threats to government information systems are real. 
During a recent four-month period there were 21 reported incidents of 
viruses infecting several hundred government microcomputers. In the 
same period there was a security incident involving the infestation of 
28 microcomputers on Parliament Hill. We also noted that overall 
there had been illegal penetration of computer systems, and incidents 
of damage to computer facilities caused by disgruntled employees 
(9.14 and 9.15). 


9.3. In Our Opinion departments and agencies have been negligent 
in their lack of formal and comprehensive contingency planning. The 
RCMP has been advising Treasury Board Secretariat for over ten 
years about the lack of a concerted effort by departments to address 
contingency planning. Almost all departments in our sample had not 
assessed the threats and risks to their computer systems. Not 
knowing how vulnerable they are, departments may not be taking 
adequate steps to protect their systems. The government is exposed 
in areas such as protecting information, collecting revenue and 
providing continuity of service to the public. There is no assurance 
that the government could continue to deliver all its essential services 
in the event of a major technological failure or disaster (9.53 to 9.67). 


9.4 Until March 1990, when Treasury Board Secretariat offered to 
assume the role, there was no clear focal point to provide ongoing co- 
ordination and leadership for information security. There are still 
overlaps, gaps and fragmentation in the lead agencies’ activities 
supporting information security. No single agency is assigned as the 
lead for assessing threat and risk, or for contingency planning or 
training. Government-wide monitoring is weak, and reporting on 
security in departments is incomplete (9.32 to 9.52 and 9.68 to 9.69). 


9.5 Very few of the issues reported in this chapter are new or 
unknown to departments and agencies. It is our view that government 
should make a concerted effort to address information security. 
Central leadership and co-ordination must be improved. Deputy 
heads of departments should pay more attention to security, and be 
held accountable for correction of the deficiencies noted in this audit 
(9.30 and 9.31 and 9.70 to 9.77). 
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The Departments of National Revenue, 
Taxation and Finance 


Charities, Non-Profit Organizations and the 
Income Tax Act 


Registered Charities 


10.1 A vast network of devoted volunteers contributes to and 
Significantly supports our social infrastructure in Canada. Without 
volunteers, much of the work they do would fall to municipal, 
provincial and federal governments (paragraphs 10.12 and 10.13). 


10.2 The principal vehicle for government encouragement of charity 
has been the Income Tax Act. Registration under the Act gives 
Charities two significant tax advantages -- exemption from taxation and 
the ability to issue tax-deductible or tax-creditable receipts for 
donations they receive. This represents an estimated annual cost of 
$820 million in foregone revenue (10.14 to 10.16). 


10.3 More than 31 percent of the 63,000 registered charities do not 
file their returns on time. Although the Department of National 
Revenue, Taxation had been advised by its legal services division that 
it did not have the authority to waive the late-filing penalty imposed 
under subsection 162(7) of the Income Tax Act, it has never applied 
it. Doing so would have yielded as much as $49 million a year. 
However, the Department has revoked the registrations of certain 
Charities which had failed to file; in 1989/90, 633 charities were so 
penalized. In addition to making recent administrative improvements, 
the Department has advised us that penalties are one of the principal 
areas of study in its current review of charities (10.39 and 10.55 to 
10.59). 


10.4 For other contraventions of the Act (excluding fraud), the only 
sanction available is the ability to revoke registration. Because 
charities are often operated by volunteers, non-compliance may 
sometimes be the result of an oversight. Thus, the Department uses 
discretion in applying this sanction, and attempts to resolve problems 
or accepts an undertaking to comply in future (10.39 and 10.74 to 
10.82). 


10.5 Each year more than 63,000 charities may provide receipts for 
tax deductions or credits; more than 4.9 million taxpayers claim tax 
credits. The Department of National Revenue, Taxation does examine 
donation receipts, but it has not established an adequate compliance 
program to determine their validity (10.86). 


10.6 The provisions of the law pertaining to allowable business 
activities of charities are unclear and charities are able to circumvent 
them (10.89 to 10.95). 


10.7 Reliable information is not always available to the public 
through the Public Information Return (10.107 to 10.114). 
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Registered Charities (cont'd) 


10.8 To obtain the information needed to improve the level of 
voluntary compliance and to improve tax legislation and regulations, 
the Department of National Revenue, Taxation should extend its 
practices to include a program to measure compliance by registered 
charities (10.116 to 10.119). 


Non-Profit Organizations 


10.9 In 1986 there were an estimated 60,000 incorporated non- 
profit organizations in Canada; the number today is not known. There 
is no legislative requirement for registration; each organization may 
determine whether it qualifies as a non-profit organization under the 
Income Tax Act. Unlike registered charities, there are no annual filing 
requirements for non-profit organizations except those that are 
incorporated or are trusts. Consequently the Department of National 
Revenue, Taxation has no effective check on their right to enjoy 
exemption from taxation (10.125). 


10.10 It is possible for a shareholder of a non-profit corporation to 
benefit personally from the corporation’s tax exempt status. It is also 
possible for federal, provincial or municipal entities to use their non- 
profit status to pass on tax concessions to private sector companies 
(10.129 to 10.134). 


Departmental Initiatives 


10.11 The Departments of National Revenue, Taxation and Finance 
are presently carrying out comprehensive reviews of the legislative 
and administrative framework governing registered charities and non- 
profit organizations. We have been advised that matters raised in our 
report are being considered in the course of the reviews (10.29). 
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Capital Projects 


11.1. We examined seven projects ranging from $10 million to $50 
million. We found that in many cases planning times were long, with 
a commensurate increase in project costs (paragraphs 11.12, 11.23, 
11.31, and 11.44). 


11.2. Whereas the project was completed on time and under budget, 
we found that the tenants of One Front Street in Toronto exceeded 
Treasury Board’s approved levels for interior fit-up at a total additional 
cost of $3.4 million. Changes in tenant mix and related Changes in 
user requirements contributed to the increased costs (11.14 to 11.20). 


11.3. Saskatoon was selected as the site of the new National 
Hydrology Research Centre, based in part on the Opportunity to use 
Existing university facilities. However, some of these facilities were 
duplicated at the Centre at a cost in excess of $300,000. A special 
laboratory and associated office space were designated at the Centre 
for a Crown corporation at an estimated cost of $850,000. The 
corporation has no plans to occupy the lab (11.26). The Department 
of the Environment has actively been seeking suitable tenants to 
improve the utilization of available space at the Centre (11 21): 


11.4 Four forestry centres, at Victoria, Sault Ste. Marie, Ste. Foy 
and Fredericton, were initially estimated to cost $4.2 million, 

$1.8 million, $5.8 million and $18.5 million respectively. Final costs 
were: Victoria $12.2 million; Sault Ste. Marie $16.8 million; Ste. Foy 
$19.7 million; and Fredericton $30 million -- increases of up to nine 
times the original estimates. Although some of this escalation could 
be attributed to inflation, most was due to changing needs, refined 
requirements or inaccurate initial estimates (11.12, 11.31, 11.37, 
11.43, and 11.48). 
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Immigration 


Management of the Immigration Program 


12.1. Canada is in the forefront of nations whose economic, social, 
and cultural development has been and continues to be influenced by 
immigration. Given the importance of this role, the complexity of the 
program, the benefits derived and the extensive costs involved, the 
successful management of the Immigration Program is of profound 
significance (paragraph 12.10). 


12.2 The size of the Immigration Program operation is substantial. 
Over 100 million people enter Canada each year, all of whom must be 
questioned and whose identity must be established. About 500,000 
are visitors requiring visas; a further 200,000 are immigrants that 
must be interviewed and checked for health and security before 
acceptance. Canadian immigration policy is to facilitate the admission 
of those with legitimate reasons for entry, but to deny entry to those 
who do not meet our criteria (12.13 to 12.19). 


12.3 Increasing migration pressures, the introduction of the 
Canadian Charter of Rights and Freedoms, representations on specific 
cases by elected represeniatives, non-government organizations and 
private citizens, as well as immigration agreements with provinces, are 
important factors affecting the management and delivery of the 
Immigration Program (12.16 to 12.31). 


12.4 While we recognize the difficulties caused by these factors, this 
sectoral audit has led us to conclude that Employment and 
Immigration Canada (EIC) has not exercised fully the co-ordinating 
and monitoring roles required by its legislative mandate and expected 
from the accountability placed on its Minister regarding the 
Immigration Program. Roles, responsibilities, and accountabilities 
have not always been clearly established for certain important aspects 
of the program (12.37 to 12.48). 


12.5 Our examination revealed that, for the last three years, the 
actual number of immigrant landings significantly exceeded the range 
announced each year to Parliament. This has an impact on immigrant 
settlement activities and raises questions about adherence to the 
intent of the Act and the accountability of management (12.49 to 
12.59). 


12.6 While EIC and the other departments and agencies have 
implemented training programs for personnel carrying Out immigration 
activities, some employees are not adequately trained and there is no 
assurance that they possess the knowledge and skills necessary to 
discharge their duties (12.60 to 12.70). 


12.7 Our examination also revealed that achievements have been 
made in cost-recovery. User fee revenues, however, represent only a 
minor proportion of the costs of providing immigration services. 
Opportunities exist to recover a higher proportion of immigration costs 
(12-7110.12.82) 
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12.8 The effectiveness of certain vital components of the 
Immigration Program, such as selected workers, family class and 
designated classes, as well as health and security controls, has never 
been evaluated (12.83 to 12.88). 


12.9 The information on immigration presented in Part Ills of the 
Main Estimates is incomplete and fragmented. The lack of data on 
costs and results does not give members of Parliament an overall 
picture of the performance of the Immigration Program and its 
resource requirements (12.89 to 12.97). 
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Immigration 


Foreign Delivery 


13.1. The Department of External Affairs (DEA) processes immigrant 
and visitor visa applications abroad. Employment and Immigration 
Canada, in consultation with DEA, determines the total number of 
immigrants to be processed abroad. In 1989, DEA issued 187,000 
immigrant visas and 599,000 visitor visas (paragraphs 13.8 to 13.11). 


13.2 Although DEA’s visa officers and staff endeavour to provide 
immigration services to prospective immigrants and visitors in a 
dedicated way, the efficiency and operational effectiveness of the 
foreign delivery system need improvement in four areas. 


13.3. Exceeding targets. Substantially more immigrant visa 
applications than are needed to meet the planned immigration target 
are being processed at missions abroad. This has for the third year in 
a row resulted in significantly exceeding the overall immigration level 
announced in Parliament. As such, the extensive consultation process 
within Canada for establishing this level of immigration is brought into 
question (13.26 to 13.36). 


13.4 Service to visa applicants. The length of time it takes to 
arrive at a decision to grant or refuse an immigrant visa varies 
significantly year after year and from mission to mission. This raises 
the question of consistency in service provided to applicants (13.37 to 
13.48). 


13.5 Efficiency norms needed for resource allocation. The 
amount of immigration staff time used to process visa applications 
varies SO widely among missions that the Department does not have 
reasonable assurance that the number and location of visa officers 
posted abroad is appropriate (13.37 to 13.48). 


13.6 Opportunities for improving use of resources at 
missions. The operating efficiency of the program delivery system 
could be significantly improved by more automation, reduced paper 
burden, increased use of locally engaged program staff, a better link 
between the level of risk and the decision to hold or waive time- 
consuming interviews with applicants and more efficient medical 
screening procedures (13.59 to 13.89). 


13.7 Overall conclusion. DEA could maintain the 1989 target 
level of applications with fewer resources assigned to immigrant 
processing. Alternatively, a greater number of visas from abroad 
could be achieved with the existing level of resources devoted to visa 
processing at missions. 
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Immigration 


Refugees 


14.1 At the end of 1988, a backlog of some 85,000 unprocessed 
claims had accumulated in the refugee status determination system. 
Moreover, the procedures in place did not provide effective means of 
dealing quickly and conclusively with claims that obviously had no 
merit. The system was extremely prone to large-scale abuses and 
became overloaded by a growing number of claims that compounded 
existing delays (paragraphs 14.13 and 14.14). 


14.2. The amendments to the Immigration Act implemented on 

1 January 1989 were intended to streamline the processing of refugee 
Claims, to continue to offer protection to those who are really 
threatened in their country of origin, and to deter claimants who do not 
need Canada’s protection or whose assertions are unfounded (14.15). 


14.3 Our examination revealed that some important measures aimed 
at controlling the misuse of the process had either not been 
implemented or were not operating as intended. As a result, Canada 
may eventually find itself in a situation similar to 1988, when the 
number of claims greatly surpassed the processing capacity of the 
system (14.32 to 14.48). 


14.4 After 15 months of operation, the new process requires 
adjustments to accelerate claims processing and improve the 
efficiency of operations. Problems with adjournments and scheduling 
of hearings reduce the optimal utilization of adjudicators’ and 
Immigration and Refugee Board members’ time. Both Employment 
and Immigration Canada and the Immigration and Refugee Board 
have initiated Corrective measures in these areas (14.49 to 14.60). 


14.5 We believe that significant savings could result from 
streamlining procedures regarding first hearings in cases not contested 
by the Minister of Employment and Immigration (14.61 to 14.66). 


14.6 Our examination revealed that the training of Employment and 
Immigration Canada’s case-presenting officers was deficient. Also, 
there was no effective control over the qualifications, security status, 
and possible conflict of interest of interpreters (14.67 to 14.72). 


14.7 Significant processing delays were occurring in the backlog 
clearance Grogram as at 31 March 1990. The program was suffering 
from the same problems as the new refugee status determination 
process. Unless inefficiencies are corrected and productivity is 
improved, the backlog clearance program will cost more than 
estimated and will end later than the target date announced 

(14.76 to 14.82). 


14.8 Our examination also revealed that controls regarding health 
and security protection of Canadian residents have not always been 
implemented in a timely manner (14.83 to 14.87). 
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Immigration 
Control and Enforcement 


15.1. The Canadian immigration control and enforcement system is 
structured around three main intervention points: overseas screening, 
port of entry examinations, and inland control and enforcement. The 
main objectives of control and enforcement activities are to identify 
inadmissible persons and prevent their entry into Canada; to control 
the stay of those who are allowed temporary entry; to detain persons 
who pose a security risk or a serious Criminal threat; and, normally, to 
remove from Canada persons in contravention of the Immigration Act 
or Regulations (paragraphs 15.13 and 15.14). 


15.2 The challenge represented by these objectives is a daunting 
one. The judicial nature of the process, the high number of appeals of 
immigration decisions, the pressure exerted by numerous 
organizations and the volume of activities have a serious impact on 
the extent to which immigration control and enforcement objectives are 
reached (15.17 and 15.18). 


15.3 Our audit raises concerns about the operational effectiveness of 
key control and enforcement activities (15.25 and 15.26). 


15.4 At the Primary Inspection Line (PIL), the initial checkpoint at 
Canadian ports of entry, lookout information for identifying persons 
deemed inadmissible was not effectively used. Training of customs 
officers in immigration matters was limited and inconsistent. We found 
that the management control of the PIL had been weakened by the 
lack of a performance measurement system on immigration matters 
and limited feedback information on referrals (15.27 to 15.55). 


15.5 We found that the results of security screening activities need 
to be evaluated. Even where reports provide reasons for 
inadmissibility, few of them result in rejections, and there is no 
assurance that criminal checks are complete. We found also that 
medical screening activities lack the control standards necessary to 
ensure compliance with the Act in preventing entry of persons who 
would pose a danger to public health or create excessive demands on 
Canadian health and social services (15.56 to 15.82). 


15.6 Our examination further revealed that terms and conditions are 
not imposed consistently when landing entrepreneurs. Also the 
majority of entrepreneurs landed with terms and conditions are not 
required to provide evidence of compliance. Entrepreneurs in breach 
of conditions have not been removed (15.93 to 15.101). 


15.7 Our examination of immigration enforcement procedures 
revealed that, in spite of improvements since 1989, a serious backlog 
of investigations still exists in one region and the efficiency in this area 
needs to be improved. There are long delays in obtaining necessary 
relevant information from the Canadian Police Information Centre files 
and other sources (15.108 to 15.120). 
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15.8 In the majority of cases involving refugee claimants, removals 
are either delayed or cancelled due to a variety of reasons, which 
include appeals, temporary suspensions of removals to countries 
experiencing conditions of war or civil strife, and other humanitarian 
and compassionate grounds. This has afforded assurance of a 
protracted stay in Canada for most claimants. We question the 
economy, efficiency and operational effectiveness of a process where 
the carrying out of enforcement actions is the exception rather than 
the rule (15.121 to 15.128). 


15.9 Our examination also revealed inefficiencies resulting from the 
use of Minister's permits to grant temporary status to persons who 
have violated the provisions of the Immigration Act or who are 
inadmissible to Canada (15.129 to 15.142). 


15.10 Finally, our audit of the Field Operations Support System, a key 
source of information for immigration officers, indicated that access to 
the system was unreliable and that the data supplied was incomplete 
and sometimes misleading (15.144 to 15.152). 


15.11 EIC has made significant efforts to overcome the challenges of 
the program in several of the areas discussed above, including a new 
immigration security screening project and a review of medical 
inadmissibility policies and procedures. We believe, however, that 
implementation of our recommendations would greatly assist EIC in 
achieving its control and enforcement objectives in a cost-effective 
manner (15.74 and 15.82). 
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Consumer and Corporate Affairs 


16.1. The Department of Consumer and Corporate Affairs is 
responsible for a number of federal statutes that are designed to 
promote the fair and efficient operation of the marketplace in Canada. 
During our audit we examined the implementation of six major Acts 
administered by the Department (paragraphs 16.7 and 16.8). 


16.2 We found that the Bankruptcy Act is outdated. The current Act 
was enacted in 1949 and last amended in 1966. There have been 
numerous calls for revising the legislation. The Bankruptcy Branch 
has adopted administrative remedies in the absence of legislative 
direction. In our opinion, it is important that changes to the Act be 
considered (16.14 to 16.23). 


16.3 In other areas, we found that the service levels in a number of 
key departmental programs have decreased over the past years. For 
example, it now takes about 30 percent longer to issue a patent than it 
did five years ago (43 months versus 33) (16.26 to 16.30). The 
proportion of misleading advertising complaints of substance that are 
investigated has declined from 22 to eight percent over 10 years 
(16.72 to 16.76). And the anticipated time between the periodic 
inspections of weighing and measuring devices varied from two to 
nine or more years in certain areas of the country (16.93 to 16.95). 


16.4 We found that management practices in parts of the inspection 
programs for weighing and measuring devices and for electricity and 
gas meters needed to be improved. Management had not fully 
Clarified its obligations under the legislation (16.88 to 16.92 and 
16.109 to 16.112), some inspection activities were poorly targeted 
(16.97 to 16.101), and meter inspectors were not provided with 
adequate guidance on how to conduct certain inspections (16.113 to 
16.116). 


16.5 The Bureau of Competition Policy is developing public 
guidelines on the merger review process under the Competition Act. 
We found that the Bureau needed to develop procedures for selecting 
mergers for detailed examination. It also needed to provide staff with 
complete procedures for conducting these examinations (16.57 to 
16.68). 


16.6 The accountability information submitted by the Department to 
Parliament needed improvement in terms of the accuracy of some of 
the information presented and the disclosure of program areas that are 
encountering problems (16.139 to 16.142). 
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Department of Energy, Mines and 
Resources 


Surveys, Mapping and Remote Sensing 
Sector 


17.1. We audited the Surveys, Mapping and Remote Sensing Sector 
of the Department of Energy, Mines and Resources. In general, we 
found appropriate operational management Systems in place or being 
Set up throughout the Sector. We saw signs that the Sector was 
Starting to co-ordinate issues common to several of its Centres, such 
as the management of research and development projects. The 
Sector has also taken a leadership role in co-ordinating geomatics 
activities at the federal level and in developing co-operative programs 
with the provinces. Since our last audit in 1982, the Sector has made 
major changes -- such as creating the Canada Centre for Geomatics 
in Sherbrooke, contracting more work Out to industry, and 
amalgamating the remote sensing with the Surveying and mapping 
organizations. In dealing with these issues, the planning for some 
others was deferred, in particular the development of the rationale for 
the National Topographic Data Base (NTDB). The NTDB attempts to 
deal with the question of how to produce or revise paper maps 
efficiently, while meeting the emerging need for digital map 
information. It is an expensive, long-term development affecting all 
parts of the Sector. Although the Sector has undertaken a number of 
Studies, we could not find adequate plans and analysis guiding the 
development of the NTDB and substantiating its contribution to the 
Sector’s objective in Part Ill of the Estimates (paragraph 17.7). 


17.2 The sector has spent about $33 million on the NTDB since 
1980, and estimates it will spend a further $95 million by the year 
2000 (17.22). 


17.3 Although the Sector is aware of the factors that could have an 
impact on the success of the NTDB, we have not seen evidence that 
the effects have been thoroughly analysed, or that the use of the data 
will justify the cost. Thus, we believe a more specific rationale and 
analysis of options should now be prepared (17.24). 
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Department of the Environment 


18.1 The Department's program evaluation coverage is inadequate; 
it has evaluated less than 10 percent of its programs. For example, it 
has not evaluated any of the Canadian Parks Service programs even 
though it has half the Department's person-years and a $387 million 
budget (paragraphs 18.28 to 18.33). 


18.2 The deficiencies in coverage could have serious environmental 
consequences. The Ocean Dumping and Marine Program evaluation 
was not done until 1988, 13 years after the program was 
implemented. The evaluation indicated serious problems that may 
have existed since the program’s inception (18.39 to 18.43). 


18.3. The quality of the evaluations that are done is inadequate; of 
the five examined, only the Ocean Dumping and Marine Program was 
satisfactory. This raises questions about the extent to which 
management and Parliament can rely on the findings of the 
Department's evaluations that are supposed to measure the 
effectiveness of the Department's programs (18.34 to 18.38). 


18.4 Serious deficiencies in the effectiveness of the Ocean Dumping 
and Marine Program were significantly understated when presented to 
Parliament in Part Ill of the 1990/91 Estimates (18.44 to 18.46). 


18.5 Co-ordinated environmental action, including enforcement by all 
levels of government, is difficult. This is due in part to the 
jurisdictional complexities of federal and provincial responsibilities 
deriving from Canada’s constitution. Within the federal government, 
responsibilities for environmental matters rest with many departments: 
and agencies. This raises the question both of the role of the 
Department of the Environment and of which level of government is 
ultimately responsible for Canada’s environmental well-being (18.50 to 
18.59). 


18.6 The Canadian Environmental Protection Act of 1988 provides 
for agreements to be negotiated between the federal and provincial 
governments concerning the regulation and enforcement of toxic 
substances. No agreements had been signed when this report was 
written (18.64 to 18.67). 


18.7 in one area where the federal government has already 
delegated monitoring and enforcement authority to the provinces, 
there has been a serious deterioration in compliance. A review of the 
metal mining liquid effluent regulations, issued under the Fisheries Act, 
indicates that compliance fell from 85 percent in 1982 to 48 percent in 
1988. Nine out of 20 mines not complying in 1988 exceeded the 
Standards by 200 percent (18.71 and 18.72). 


18.8 The Minister of the Environment is required to report annually 
to Parliament on the administration and enforcement of the Canadian 
Environmental Protection Act. No report had been presented from the 
time the Act was proclaimed in June 1988 until 30 June 1990 when 
we wrote this report (18.74 and 18.75). 
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Department of Indian Affairs and Northern 
Development 


Northern Affairs Program 


19.1. The Department of Indian Affairs and Northern Development 
(DIAND) is responsible for managing all Crown lands and natural 
resources in the Yukon and Northwest Territories. These lands 
comprise 40 percent of Canada’s land mass and are home to about 
79,800 Canadians. Although the DIAND Act clearly assigns the 
responsibility for managing the North to the Department, DIAND’s 
transfer over the years of provincial-type programs to the territorial 
governments has made it difficult to hold the Department fully 
accountable for how it discharges this responsibility. To carry out 
those programs, DIAND transferred $825 million to the territorial 
governments in 1988/89 (paragraphs 19.6 to 19.14). 


19.2 DIAND has not established a framework for evaluating the 
effectiveness of the land claims settlements. If the settlements listed 
in paragraph 19.29 are all ratified, the financial compensation and 
implementation costs will exceed $1.9 billion (19.32 and 19.30). 


19.3 DIAND does not have any approved land use plans, despite 
having incurred expenditures of over $20 million for this purpose since 
1981. The Department continues to spend over $5 million annually 
on this planning program (19.39 to 19.42). 


19.4 Although DIAND does have some information on water 
quantity, it has comparatively little on water quality. DIAND does not 
Carry Out water licence inspection and enforcement vigorously. 
Several significant water contaminations persist (19.55 to 19.88). 


19.5 Revenues from mineral activities are well below their potential. 
Rates for mining fees and rentals have not changed for over 60 years, 
and the royalty for gold placer mining is based on a gold value of 

$15 per ounce, which is far below the current worth of gold (19.105 to 
19107). 
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Department of National Defence 


Human Resource Management 
Planning and Personnel Management 


20.1 Military institutions have differences from public sector or 
private organizations that require unique approaches to human 
resource management (HRM) to accommodate their needs 
(paragraphs 20.8 to 20.18). 


20.2 In each of the areas we examined as part of our audit of HRM 
in the Department of National Defence (DND) -- planning and 
personnel management, conditions of service, training and medical 
support -- we identified deficiencies, namely: 


e The HRM system is not suitably designed for conditions of 
combat or war and has shown significant shortcomings during 
exercises simulating wartime conditions (20.35 to 20.45). 


e There are significant opportunities for improvement and cost 
savings in the day-to-day management of DND’s human 
resources (20.41 to 20.44 and Chapters 21, 22 and 23). 


e As we reported in 1984 and 1987, the Department still needs a 
longer-term focus to guide HRM and other departmental 
activities (20.32 to 20.34). 


20.3 In the area of military personnel management - a major and 
critical sub-component of the HRM system -- we found that: 


e it is not designed or managed as an integrated system 
(20.46 to 20.55); 


e effective management tools and processes are needed to 
understand and manage the dynamics of the personnel 
management system (20.48 to 20.51); and 


e the merit assessment process could be made more efficient 
and cost-effective (20.56 to 20.59). 
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Department of National Defence 


Human Resource Management 
Military Conditions of Service 


21.1 Conditions of service include pay, benefits and allowances 
received by members of the Canadian Forces, as well as a wide 
range of services and supplemental benefits intended to adjust for 
special Conditions, or to develop commitment and an ethos. There are 
over 170 elements, many of which are intended to respond to the 
unique nature of a career in the military. Within conditions of service, 
expenditures on military pay and allowances alone amounted to 

$3.3 billion in 1989 (paragraphs 21.6 to 21.11). 


21.2 As with the other functions of the human resource management 
system, conditions of service underwent dramatic changes with the 
unification of the forces. The processes now in place to determine 
and adjust conditions of service are a result of changes that have 
been made over the last two decades in the absence ot Clear policies 
and plans (21.11 to 21.34). 


21.3 The result has been a fragmented policy on conditions of 
service, and the isolation of elements from each other and from the 
Department's goals to attract, retain and motivate personnel 

(21.15 to 21.43). 


21.4 We are concerned about many aspects of the equity, 
relevance, and purpose of elements that are now in place. We also 
question the validity and efficiency of many of the management 
processes (21.517,10.2 1-35): 


21.5 We recommend a fundamental systemic review of conditions of 
service. We also recommend that the processes used to manage 
them, including the DND/Treasury Board Secretariat relationship, be 
reviewed and modified (21.35 to 21.44). 
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Department of National Defence 


Human Resource Management 
Training and Education 


22.1. An extensive network of schools, colleges, and specialized 
training facilities provides the training and education that Canadian 
Forces personnel require in peacetime. In wartime, this same network 
must be able to supply large numbers of adequately trained individuals 
on a Sustained basis to replace casualties and to support expansion 
(paragraph 22.6). 


22.2 We found that opportunities exist for increasing the efficiency of 
the training system. According to trainees surveyed, 27 percent of the 
individual training delivered by the Canadian Forces Training System 
was for tasks the individuals could already perform, and another 35 
percent was for tasks that were not performed on their next job. The 
value of the training involved is about $165 million annually. Some of 
these costs could be reduced by methods such as pre-course 
screening, more on-the-job training, or eliminating unnecessary 
training. There are opportunities to contract out training (22.13 and 
22.31). 


22.3. The Canadian Armed Forces must provide language training to 
large numbers of candidates, in an environment where members 
change positions every two to five years. The official languages 
training program has cost $500 million, including student’s salaries, 
since 1980. We found that there is a need to redefine the number of. 
bilingual positions and linguistic requirements needed to fill them, as a 
basis for determining language training goals. Language training could 
be made more productive by screening students on the basis of their 
ability to learn, and by posting graduates to jobs where they will use 
their second language. Language proficiency levels for positions that 
are now established are not related to job requirements (22.32 and 
22.57). 


22.4 Professional development programs need to be strengthened. 
Military colleges are costly, and their enrolment has not been based 
on the needs of the Canadian Forces. The Department estimates that 
its requirements could be met with two colleges rather than three. 

The Canadian Forces has not defined the education and training 
needed by senior and general officers (22.58 and 22.70). 


22.5 The Department has improved the acquisition of training 
infrastructure as part of major weapons system acquisitions. We did, 
however, identify some problems in the projects we examined. There 
iS a shortfall in the training infrastructure that has resulted in 
operational deficiencies and in a significant backlog of projects to 
replace training equipment (22.71 and 22.77). 
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Department of National Defence 


Human Resource Management 
Medical Support 


23.1 A medical support system is a critical component of the 
Canadian Armed Forces (paragraphs 23.5 and 23.6). 


23.2 The medical support system was not designed to meet wartime 
requirements. It has evolved to meet primarily peacetime needs. 
Current deficiencies call into question the Canadian Forces’ ability to 
provide a complete and continuous system of medical support in time 
of war (23.21). 


23.3. Compared with similar civilian hospitals, the use of military 
hospitals is low and the cost per patient-day high, in large part 
because military hospitals are staffed to meet levels that far exceed 
actual rates of occupancy (23.22 to 23.29). 


23.4 The Department needs to determine the minimum level of 
medical resources that could be expanded to meet wartime needs. It 
should examine alternatives for improving efficiency, such as 
increased reliance on reservists, use of civilian hospitals for more 
specialized requirements and adjusting staff to correspond to numbers 
of patients (23.26 and 23.36). 
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Department of National Revenue, Taxation 


Enforcing the Income Tax Act 


24.1 A significant amount of taxable economic activity in Canada 
goes untaxed. The Department devotes one-third of its resources to 
enforcement activities. These activities resulted in more than one 
billion dollars of additional tax assessments in 1989/90 (paragraphs 
24.6 to 24.13, 24.31 to 24.35 and 24.37). 


24.2 Audits and other manual enforcement actions are taking longer 
in recent years. At the same time, coverage of the population has 
declined to such a low level that it is a cause for concern whether 
enforcement currently acts as an effective deterrent to non-compliance 
(24.17 to 24.30 and 24.36). 


24.3 Improvements in productivity and coverage are possible. 
Computer matching and reporting requirements can be expanded, 
better methods can be used to select taxpayers for enforcement 
action, and greater use can be made of technology (24.38 to 24.65). 


24.4 The Department is not adequately equipped to ensure the 
availability of the right number and quality of human resources in the 
face of very challenging circumstances. However, management has 
developed a detailed plan of action to address many human resource 
problems (24.66 to 24.80). 


24.5 Information on enforcement resources and results in Part Ill of 
the Estimates is incomplete and inconsistent (24.81 to 24.93). 
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Office of the Superintendent of Financial 
Institutions 


25.1 The Office of the Superintendent of Financial Institutions 
(OSFI), established in 1987, has made considerable progress in 
implementing an effective supervisory framework for deposit-taking 
institutions. Among its initiatives are the upgrading of its professional 
Staff, the establishment of better working relationships with boards of 
directors, external auditors, and industry and professional associations, 
and the development of detailed examination procedures in certain key 
areas (paragraphs 25.4 and 25.17 to 25.21). 


25.2 In spite of this progress, further important improvements are 
needed. OSFI is already taking steps to deal with many of these 
Challenges. For instance, it needs to ensure that: 


e its procedures for monitoring the ongoing operations of 
institutions are fully in place (25.28 to 25.42): 


® particular attention is paid to upgrading the risk assessment 
processes in annual examinations (25.43 to 25.65); 


® procedures for assessing risks to institutions from their 
Securities subsidiaries are fully implemented (25.57 to 25:02); 


e procedures and practices for reliance on external and internal 
auditors are Clarified and strengthened (25.66 to 25.76); 


e procedures for testing institutions’ compliance with applicable 
legislation, regulations and guidelines are improved (25.82 to 
25.86); 

e priority is given to achieving better co-ordination of activities 


with the Canada Deposit Insurance Corporation (CDIC) and, as 
appropriate, with provincial regulators (25.87 to 25.95); and 


e immediate attention is given to developing staff training plans 
and providing the necessary training (25.101 to 25.106). 


25.3 OSFI has generally satisfactory procedures for regulatory policy 
development and rendering rulings on the interpretation of legislation 
and guidelines. It has made progress in establishing corporate 
planning and human resource management practices (25.97 to 
25.100 and 25.108). 
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Royal Canadian Mounted Police 


Federal Law Enforcement 


26.1. In drug enforcement, there is no formal agreement or joint 
planning between the RCMP and Canada Customs. They follow 
different strategies at ports of entry and are unable to co-operate fully, 
which may impair the ability to disrupt large-scale drug operations 
(paragraphs 26.32 to 26.42). 


26.2 Both the RCMP and Canada Customs have responsibility for 
enforcing the Customs Act. However, although there is a signed 
agreement, they operate as two independent, separate enforcement 
agencies for the same Act (26.49 to 26.56). 


26.3. The RCMP needs to improve its interdepartmental relationships 
by having: 


e agreements that define respective roles and responsibilities; 


e joint planning processes that determine unified enforcement 
Strategies, goals and priorities as well as resource levels and 
performance standards; and 


® regular feedback on performance to client departments (26.26). 


26.4 The RCMP has not resolved longstanding deficiencies in its 
management information systems. The systems are unable to provide 
RCMP management and client departments with essential 
performance data (26.90 to 26.94). 


26.5 The RCMP’s customs and excise and economic crime 
programs have been affected by a high personnel turnover. One 
effect of excessive turnover is the lack of job-specific experience, cited 
by the RCMP as the main complaint of client departments (26.95 to 
26.101). 


26.6 Numerous studies over the last 15 years have identified, but 
failed to rectify, various deficiencies in the federal law enforcement 
system in Canada. The RCMP'’s effort will resolve some of the 
issues. However, many fundamental problems, such as the need to 
Clearly define the RCMP’s role, still exist. These will require either 
direction or intervention by the government (26.109 to 26.115). 
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Royal Canadian Mounted Police 


Support Services to Canadian Law 
Enforcement Agencies 


27.1 The RCMP assists upon request over 400 Canadian law 
enforcement agencies by providing certain specialized services such 
as police training, forensic laboratory tests, fingerprint identification 
and a computerized law enforcement information system. These 
services contribute to the effectiveness of law enforcement across 
Canada (paragraphs 27.5 to 27.8). 


27.2 Users have been generally satisfied with the level, type and 
quality of support services they have received from the RCMP (27.33 
to 27.35, 27.49 and 27.106). However, our audit of the four RCMP 
entities providing these services indicated: 


® Forensic Laboratory Services is currently replacing some of its 
older full-service laboratories with new full-service laboratories. 
In doing so, it has failed to consider more economical options 
such as a combination of full-service and limited-service 
laboratories (27.25 to 27.31). 


e While the Canadian Police Information Centre has a number of 
system controls in place, it would benefit from an enhanced 
level of knowledge and control concerning the level of potential 
data misuse (27.56 to 27.58). 


& The Canadian Police College has not made the necessary 
long-range curriculum and program adjustments. As a result, it 
has continued to provide a virtually unchanged curriculum and 
may not be fulfilling its intended mandate (27.68 to 27.72). 


e Identification Services has not always provided the users of its 
services with the necessary level of information and 
participation to ensure services which meet user requirements 
(27:7910 27.97). 


27.3 Despite the fact that a number of these services are interrelated 
and complementary, they have evolved uniquely and operate 
independently. Each organization has defined differently its level of 
service and applicable limiting conditions. These services need a 
consolidated operating philosophy and a more integrated vision for the 
future (27.100, 27.101, 27.107 and 27.108). 


27.4 User participation is vital to the success of service-oriented 
organizations. Currently, there is no consistent approach concerning 
user participation and input. Two of the service areas have advisory 
committees but the other two do not. Greater user participation is 
needed as an input to the design, development and operation of these 
SCIVICES 21, Oo mel Al elOre2l.o1 lO27,06 and:2s-95). 
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Department of the Secretary of State 
Citizenship 


28.1 The Citizenship Act is difficult to administer, due to a lack of 
Clarity in certain sections. Since 1985, the Department has 
considered amendments; however, as of 1 April 1990 no 
amendments had yet been tabled in the House of Commons 
(paragraphs 28.22 to 28.26). 


28.2 Numerous changes are needed to the processing of 
applications for citizenship and proof of citizenship, such as an 
established standard turnaround time, better resource allocation, and 
improvements to the system of processing, to make operations more 
efficient and timely (28.37 to 28.53). 


28.3 An increase in the time taken to issue proofs of citizenship 
resulted in a corresponding increase in the issue, free of charge, of 
Canadian citizenship confirmation letters. More than 10,000 
confirmation letters were issued in 1989/90, Causing a disruption to 
the processing of citizenship applications as well as carrying a risk that 
they may be fraudulently used (28.54 to 28.56). 


28.4 A 13-month delay in implementing progressive increases in 
fees for citizenship services will have resulted, during the period 
1988/89 to 1991/92, in foregone revenues of approximately 

$2.7 million (28.77 to 28.81). 


28.5 The approval process for Citizenship Development grants and 
contributions is time-consuming and cumbersome. Approximately 
20 percent of Native Friendship Centres financed by the Citizenship 
Development Program did not meet one of the program eligibility 
criteria, that of being located in an urban area (28.96 to 28.104). 


28.6 As of 1990/91, Part Ill of the Estimates for Multiculturalism and 
Citizenship does not separately provide the operating costs of 
Citizenship Registration, making it impossible to know the total cost of 
this activity. Moreover, information on performance for Citizenship 
Registration and Promotion and for Citizenship Development activities 
is not disclosed (28.106 to 28.109). 
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Department of the Secretary of State 
Education Support 


29.1 There are no clear objectives for support to post-secondary 
education (paragraphs 29.21 to 29.27). 


_ 29.2 The Department is not adequately discharging its mandate for 
federal co-ordination of support to post-secondary education (29.29 to 
29.31). 


29.3 Information to Parliament on post-secondary education is 
incomplete (29.39 to 29.44). 


29.4 There appears to be a lack of a sense of urgency to correct 
deficiencies in the Canada Student Loans Program. Although 
management has taken some corrective measures, significant 
deficiencies which were previously identified in the management of the 
Program remain unresolved (29.51 to 29.59). The Program is 
therefore not managed with due regard to economy and efficiency and 
in compliance with the Act, as the following examples illustrate: 


e The Department has devoted seven years and invested 
$5 million in the redesign of a computer system that is not 
operational (29.52). 


e Between 1984/85 and 1988/89, authorized loan allocations 
were exceeded by an estimated $264 million (29.64 to 29.67). 


e Each year, approximately $15 million in loans is disbursed to 
students who have dropped out of school. Failure to recover 
these amounts at the time of withdrawal results in extra costs to 
the Program, estimated at $10 million annually (29.86 to 
29°91): 


e One out of six students defaults on his or her loan. Since the 
Program began in 1964, the federal government has 
reimbursed lending institutions $858 million in claims for 
defaults on payment; only $297 million has been recovered 
from students -- a recovery rate of 35 percent. Loans 
receivable amounted to 24 percent of the non-tax revenue 
receivable by the Government of Canada as of 31 March 1989 
(29.92 to 29.107). 


29.5 Inforfliation to Parliament on the Canada Student Loans 
Program is incomplete and inaccurate (29.113 to 29.118). 
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Department of Transport 
Airports 


30.1 Years of planning for new urban runways. After years of 
planning runway expansion at Pearson and Vancouver Airports, the 
dilemma of how to meet the demands of ever-increasing air traffic, 
while ensuring the protection of the environment, remains unresolved 
(paragraph 30.11). 


30.2 Grappling with deregulation for the past five years. The 
Department of Transport has been grappling with the demands of 
deregulation, at hub airports under conditions of government fiscal 
restraint. In our opinion, other long-standing issues have also limited 
the Department's ability to respond. The Department has lacked a 
national policy framework for the airports network, and criteria for 
rationalizing its financial involvement in airports. Today, it has no plan 
for funding a $1.4 billion shortfall for capital requirements over the next 
five years. Federal Dependent Airports continue to be dependent on 
government appropriations, and on the allocation of a ticket tax, for 
88 percent of their costs for 1988/89 (30.12 to 30.36). 


30.3 Unprepared for today’s deregulated commercial 
environment. We found an organization required to operate in a 
competitive commercial environment, Managing in accordance with 
bureaucratic rules. After years of effort the Department still lacks a 
pricing policy compatible with its current cost-recovery objectives, as 
well as sufficient timely cost information. 


30.4 Costs recovered for passenger processing in 1987/88 were 
estimated to be $61 million less than full costs. We estimated up to 
$11 million in foregone revenues each year in parking. General 
Terminal Fees are charged at only 14 Federal Dependent Airports, 
with a potential foregone revenue of up to $6 million each year 
(30.37 to 30.67). 


30.5 Concerns about the future. In our opinion, the financial 
management of the Airports Revolving Fund continues to be weak. 
We have concerns about whether the Department has the financial 
experience needed to handle tomorrow’s financing arrangements and 
transfers of airports. 


30.6 The Department is now developing a decision-making model for 
assessing its use of private sector financing options. We believe the 
Department needs to conduct a post-project review of Terminal 3 
before proceeding with similar transactions in the future. This review 
should focus on the methodology used to calculate the projected 
benefits to the Crown of choosing the private developer option, and it 
needs to assess the adequacy of safeguards to protect the interests of 
the Crown in revenue-sharing arrangements (30.68 to 30.89). 


34 Chapter 30 


Organization and Programs of the Office 
of the Auditor General 


31.1. This chapter describes the organization and activities of the 
Office, particularly some of the work the Office conducts that is not 
readily apparent (paragraph 31.11). 


31.2 During 1989/90 the Office was appointed auditor of major new 
Crown corporations (31.13). 


31.3 Due to financial and other constraints, the audit cycle of 
value-for-money audits in departments and agencies is slipping 
(31.24). 


31.4 Consistent with a renewed emphasis on investment in people, 
the Office has placed a high priority on training and development 
(31.40). 


31.5 The technological sophistication of audited organizations will 
have increasing impact on the Office (31.45). 


31.6 The Office’s work in the international arena is showing results 
(31°53): 


31.7 A symposium on communication, hosted by the Office, 
underlined the challenge for better communication with legislators 
(31.62). 
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Preface 


This is the fourth year we have produced this booklet of main points 
from the annual Report. It should be seen as one element in a 
continuing task. That task is to communicate clearly the results of our 
audits. 


Our auditing has value only when we get our messages across: to 
Members of Parliament, to the government, to the taxpayers of 
Canada who provide the dollars the government spends. 


The Auditor General’s annual Report exceeds 500 pages of detailed 
information. Despite our best efforts, | recognize that it is not an 
easily accessible document. 


This booklet has two purposes. First, it gives the main points from 
each of this year’s chapters. Second, the paragraph references at the 
end of each main point permit quick access to the full Report. 


The main points here are very abbreviated. When readers identify 
matters of interest to them, | urge them to go to the Report for the 
complete message. 


The booklet has been well received in the past. | hope it continues to 
be a useful and convenient tool. 


fiver aaa 


L. Denis Desautels, FCA 


Auditor General of Canada 
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Matters of Special Importance 
and Interest 


1.1. The tenure of every Auditor General is shaped to some extent 
by the bureaucratic, political, cultural and economic climate 
surrounding it. My appointment comes at a time when the country 
faces unique challenges. This year’s Report reflects some of these 
national issues — the relationship between the government and First 
Nations, the need for better co-ordination between governments with 
overlapping jurisdictions, the protection of the environment, and the 
deficit. The Report can be viewed as a microcosm of the wide- 
ranging concerns of Canadians - from specific, local issues to those 
of interest nationwide. My intent in this chapter is to weave together 
some of the common threads in this Report, from my perspective as a 
relative newcomer to Ottawa, with a few "first" impressions. 


1.2. My natural inclination - and my professional training — is to ask 
questions. This chapter will focus less on solutions to the problems 
raised in the Report than on the questions those problems lead me to 
ask. 


1.3. There are two overriding messages in this chapter. The first is 
that means must be found to more effectively manage programs that 
involve different levels of government. The second is that managers 
and departments need to better account for results, for what they have 
— or have not - achieved with taxpayers’ money. Such an accounting, 
with its emphasis on results, would help Parliament consider past 
performance in the allocation of scarce resources. 


Chapter 1 1 


Audit Notes 


2.1. The Auditor General Act requires the Auditor General to 
include in his annual Report matters of significance that, in his opinion, 
should be brought to the attention of the House of Commons. 


2.2 The Audit Notes chapter fulfils a special role in the annual 
report. Other chapters normally describe the findings of the 
comprehensive audits we perform in particular departments; or they 
report on audits and studies of issues that relate to operations of the 
government as a whole. The Audit Notes chapter is a compilation of 
individual matters that have come to our attention during our financial 
and compliance audits of the Public Accounts of Canada, Crown 
corporations and other entities. It is also used to report some specific 
matters that have come to our attention during our comprehensive 
audits. 


2.3. The chapter contains a wide range of notes. One note 
concerns a reservation in the auditor’s report on a Crown 
corporation’s financial statements for the year ended 31 March 1991. 
The other 18 notes concern departmental operations. One note on 
departmental operations deals with Parliament’s control over taxing, 
and another note concerns access to information on undertakings to 
recommend amendments to the Income Tax Act. The remaining 
notes on departmental operations generally concern compliance with 
authorities, cash management practices, controls over revenue or the 
expenditure of public money without due regard to economy. 


2.4 Although the notes report matters of significance, they should 


not be used as a basis for drawing wider conclusions about matters 
we did not examine. 


2 Chapter 2 


Follow-up of Recommendations in 
Previous Reports 


3.1. Overall, progress is being made in taking corrective action in 
response to deficiencies noted in previous Reports. 


3.2. Department of Energy, Mines and Resources - The 
Management of Federal-Provincial Contribution Programs - Our 
follow-up indicates an overall improvement in the federal 
administration of the Nova Scotia Development Fund and the 
Newfoundland Offshore Development Fund (paragraphs 3.34 to 3.55). 


3.3. The Management and Use of Telecommunications in the 
Federal Government - Government Telecommunications Agency 
(GTA) has been designated as a Special Operating Agency. Steps 
have been taken to establish Information Technology Standards 
ensuring Compatibility of the networks and portability of applications. 
GTA estimates a saving of $13 million to $15 million in 1991-92 
(3.92 to 3.97). 


3.4 Department of External Affairs - Consular Services - The 
Department is making headway in implementing the 1989 

" recommendations. For example, a major consular awareness program 
that addresses Our concerns has been developed and launched. 
However, efforts initiated at headquarters to respond to our 
recommendation on the need for a better definition of the range and 
extent of consular services will have to be carried through at the 
missions. It is anticipated that all our recommendations will be fully 
implemented by 31 March 1992 (3.106 to 3.118). 


3.5 Department of National Health and Welfare - Canada 
Assistance Plan - Monitoring and verification of provincial 
compliance with the CAP Act has improved, but information to 
Parliament in the Estimates and the annual reports is still not adequate 
(3.131 to 3.139). 


3.6 Department of Transport - Canadian Coast Guard - 
Protecting Mariners’ and Public’s Interest - There has been 
progress in some areas, but much remains to be done to fully deal 
with our observations and recommendations to improve the safety of 
mariners and the public (3.161 to 3.167). 


3.7. Department of Transport - Canadian Coast Guard - Fleet 
Management, Aids to Navigation and Icebreaking - The Coast 
Guard has done some analysis of its navigational aids fleet 
requirements and is downsizing as a result. We are concerned about 
the length of time it is taking to address our observations and 
recommendations regarding the icebreaking fleet and maintenance 
(3.168 to 3.177). 


continued 


Chapter 3 3 


3.8 Canada Employment and Immigration Commission - 
The Unemployment Insurance Account - CEIC has taken several 
measures that satisfactorily respond to our observations and 
recommendations, and has recently developed and implemented other 
corrective measures, which will be the subject of a future audit or 
follow-up. The Commission has selected performance indicators for 
the Claimant Re-employment Strategy for 1991-92, but only after they 
have been implemented will we be able to assess actual progress in 
the re-employment of UI claimants (3.178 to 3.190). 


4 Chapter 3 


The Accountability Framework for 
Crown Corporations: 


Making It Work 


4.1 Crown corporations represent a significant portion of overall 
government activity. As of December 1990 there were 57 parent 
Crown corporations. Their activities in many sectors of the Canadian 
economy — transportation, resources extraction, marketing, 
international trade, finance, research, culture — required, in 1989-90, 
over $4.6 billion in budgetary funding from Parliament. 


4.2 Revisions in 1984 to the Financial Administration Act (FAA) 
strengthened the control and accountability framework for Crown 
corporations. In 1989 we reported that considerable progress had 
been made in implementing key provisions. In 1990 we reported on 
experience with the audit regime established by Part X of the FAA. 


4.3 There are four areas, noted in these previous reports, where 
greater effort is needed (paragraphs 4.12 to 4.14). 


4.4 Crown corporations are required to disclose in their annual 
reports the extent to which their objectives have been met. Although 
there has been some improvement over the last five years, the 
majority of Crown corporations are not meeting this requirement. 
Though not easy, performance measurement and reporting are 
considered to be good management practice in both the public and 
private sectors. They are also a critical link in the accountability of 
Crown corporations to Parliament (4.15 to 4.48). 


4.5 Crown corporations do not report amounts received through 
parliamentary appropriations in a clear and consistent manner. 
Consequently it is difficult to determine from their financial statements 
the total amount of funding received from Parliament, or to make 
meaningful comparisons of the financial results of their operations. 
This significantly diminishes the usefulness of the financial statements 
for accountability purposes (4.49 to 4.65). 


4.6 Internal audit has been given a broad mandate and an 
important role in the accountability framework. Our observations on 
the first round of special examinations indicate that the internal audit 
function in many Crown corporations has a long way to go to fully 
meet those responsibilities. This will require the strong support of 
management and the active involvement of the audit committees of 
boards of directors (4.66 to 4.79). 


4.7 In 1989 we expressed concern that eight corporations were 
exempt from Part X of the FAA. Since then action has been taken to 
bring into line the legislative provisions covering one of these 
corporations. However, seven corporations remain exempt from key 
accountability provisions and two new corporations are being 
exempted (4.80 to 4.96). 


4.8 Although considerable headway has been made with the 
implementation of many provisions of Part X of the FAA, further effort 
is required by all concerned to ensure that these four implementation 
weaknesses are addressed (4.97 to 4.101). 


Chapter 4 5 


Innovation within the Parliamentary 
Control Framework 


5.1. Over time, government has established Royal Commissions 
and other reviews to examine the management practices of the federal 
public service: The most recent has resulted in a policy for public 
service reform to improve services to the public, Public Service (PS) 
2000. The objectives of this initiative are supported by our Office. 
The proposed changes are significant both in terms of the 
departments and agencies involved and the range of problems they 
address. Their implementation has just begun (paragraphs 5.6 and 
5.10). 


5.2 The purpose of the study reported in this chapter is to address, 
early in the reform process, whether we believe that further 
consideration needs to be given to certain aspects of the reforms as 
they are being implemented. In particular, we examined the guidance 
being provided to managers on implementing the desired reforms 
while still meeting parliamentary control requirements (5.24, 5.25 and 
5.29). 


5.3. We have drawn on a number of innovative practices, 
influenced by financial restraints, in the Department of Fisheries and 
Oceans to illustrate our comments. They show initiatives by 
managers on both the Atlantic and Pacific coasts to improve the 
delivery of services at a lower cost to taxpayers. All of these 
initiatives were started prior to the current reforms — some over 

10 years ago — but are considered by managers to be consistent with 
many of the goals of PS2000. They demonstrate the commitment of 
public servants to improving programming, getting the job done and 
meeting the needs of the fishermen, while minimizing the public funds 
spent by the Department (5.30 to 5.39, 5.43 to 5.48 and 5.57). 


5.4 _In these cases public servants at Fisheries and Oceans have 
been innovative in their solutions to improving service, which they 
implemented with good intentions. However, because of the particular 
approach fisheries managers have chosen in implementing these 
solutions and financing them, these initiatives do not, in our opinion, 
satisfy the requirements for parliamentary control. The government 
has informed us that there are other cases in the Department of 
Fisheries and Oceans and other departments where managers have 
successfully reconciled innovation with the parliamentary control 
framework (5.40 to 5.42, 5.49 to 5.54 and 5.58). 


5.5 As shown in our illustrations, certain managers have 
encountered difficulty in reconciling programming initiatives, taken to 
improve services and respond to financial restraints, with the 
parliamentary control framework. Since an appropriate parliamentary 
control framework is part of the new culture advocated by PS2000, it 
is important in this period of change that managers understand, 
through training and guidance, how this framework will be applied in 
the new environment (5.24 to 5.29 and 5.56). 
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Capital Projects 
Department of Public Works 
Quality in the Constructed Project 


6.1. The real estate portfolio of the Government of Canada is 
estimated to be worth $60 billion, a significant percentage of the net 
national debt (paragraph 6.11). 


6.2 In this first assessment by our Office of the quality of these 
assets, two general-purpose office buildings were examined on a pilot 
basis to develop and test methodology (6.17 and 6.18). 


6.3 The methodology developed and field-tested can be employed, 
with few modifications, in the future audit of buildings and building 
condition reports forming part of the Department of Public Works and 
other departments’ asset management plans (6.18). 


6.4 Both buildings were found to be generally designed and 
constructed to commercial standards commonly in effect at the time 
(6.21 and 6.78). 


6.5 Breaches of the National Fire Code in both buildings audited 
raise questions about their design, construction, inspection, 
commissioning and operational management (6.21 to 6.23, 6.59 to 
6.67 and 6.87 to 6.92). . 


6.6 There is no complete fire safety plan for either building 
(6.67 and 6.92). 


6.7 Large precast concrete panels in the uppermost part of the 
envelope of one building are cracked, and the panel anchors are 
corroding (6.26 and 6.49). 


6.8 Both buildings have features that make accessibility for the 
handicapped unnecessarily difficult and do not fully comply with the 
government's policy on ease of access (6.21, 6.24, 6.25, 6.68 to 
6.72 and 6.93 to 6.95). 


6.9 The heating, ventilation and air conditioning of one building cost 
$5.9 million more than other more economical and efficient systems 
available at the time of construction (6.28 and 6.29). 


6.10 Aijr quality, lighting, acoustics and functional deficiencies exist in 
both buildings (6.50 to 6.54, 6.56, 6.58, 6.68 to 6.74, 6.83 to 6.86 
and 6.93 to 6.96). 


Chapter 6 7 


Vehicle Fleet Management 


7.1. We audited vehicle management in six departments that, 
together, manage about two thirds of the government fleet of almost 
29,000 standard commercial vehicles, acquired at a cost of 

$470 million (paragraph 7.18). ; 


7.2 There is significant room for improvement in motor vehicle fleet 
management. The problems merit a comprehensive review by 
Treasury Board and departments (7.21). 


7.3. Transportation planning is generally weak. Typically, 
transportation needs are not defined in relation to program or service 
goals. Departments typically do not question whether the actual need 
for a vehicle continues to exist (7.22 and 7.25). 


7.4 Generally, vehicles are purchased on the basis of initial price 
and, on this basis, we found that the Department of Supply and 
Services (DSS) obtains new vehicles at prices comparable to those 
available to large private sector fleet owners. However, environmental 
concerns and components of life-cycle costs, such as long-term 
maintenance costs, have not yet been incorporated into the acquisition 
process as required by the Treasury Board (7.26, 7.28 and 7.29). 


7.5. Increased standardization of departmental vehicle fleets could 
result in greater savings in acquisition, administrative and operating 
costs (7.26 and 7.27). 


7.6 We found indications of underutilization of vehicles and the’ 
possibility for savings in some of the departments, using a 
conservative annual utilization benchmark. For example, based on 
results of an in-depth study the Department of Transport plans to 
significantly reduce its vehicle fleet, at a saving of about $8.75 million 
over two years (7.30). 


7.7 Departments have authorized many employees to take vehicles 
home, in the event the employee has to return to work after regular 
hours. However, they have not established procedures to calculate 
possible benefits for tax purposes resulting from this practice (7.31). 


7.8 Departments and DSS have invested considerable resources in 
management information systems for vehicles. A Treasury Board 
evaluation of the DSS system reported that most departments did not 
find it to be useful. We found that the systems at the departments of 
National Defence and Transport were not complete or sufficiently 
reliable to be used for vehicle management. None of the systems 
could readily produce reports by location on vehicles whose usage, 
costs or repairs differed significantly from the norm (7.32 and 7.33). 


7.9 Four of the five departments audited are not disposing of 
vehicles declared "surplus" in a timely manner. The cost to the 
government of this practice is estimated to be $1 million per year in 
one of the departments alone (7.35). 


8 Chapter 7 


Debt Management and Employee Pensions 


8.1. A substantial portion of the federal annual budgetary deficit is 
financed through internal borrowing from accounts that the 
government administers on behalf of third parties. The largest internal 
borrowing is from federal employee pension accounts. As a result, 
$71 billion, or about 18 percent of the $399 billion gross public debt, 
was Owed to employee pension accounts at the end of 1989-90. If 
the Department of Finance’s projections that external financing will be 
reduced to zero by 1994-95 are achieved, it is estimated that the 
amount owing to employee pension accounts will represent 23 percent 
of the total public debt (paragraphs 8.8 and 8.9). 


8.2 The long-term financial implications of borrowing from pension 
accounts have not been reviewed since the present pension legislation 
came into effect in 1954. Certain events that have transpired since 
then raise questions about the appropriateness of the present 
arrangements and indicate the need to evaluate them (8.27 to 8.39). 


8.3. Interest (notional investment earnings) credited to the pension 
accounts is based on the government's long-term borrowing rates. It 
is widely agreed that these rates are between 1 and 2 percent lower, 
on average over the long term, than the rates of return earned by 
pension plans with marketable assets. This has resulted in the 
government assuming greater actuarial deficits (8.40 to 8.45). 


8.4 At the same time, internal borrowing from pension accounts 
receives little attention from the Department of Finance debt managers 
because the borrowings are non-cash transactions (8.46 to 8.49). 


8.5 Over the years, contributions have exceeded pension 
payments. This has helped to expand internal borrowings and reduce 
external borrowing requirements. Pension payments now exceed 
contributions, which means higher cash requirements for the 
government. This reversal reflects, in part, the decline in the ratio of 
contributors to beneficiaries. Nevertheless, borrowings from pension 
accounts continue to grow, mainly because of Compounding interest 
credited to these accounts (8.50 to 8.56). 


8.6 We also observed that information on pensions and public debt 
owing to pension accounts is not clearly presented in the Estimates 
and the Public Accounts. Consequently, internal borrowings from 
pension accounts and other specified purpose accounts are not 
scrutinized by Parliament in the same manner as borrowings from the 
general public (8.59 to 8.72). 


Chapter 8 9 


Financial Management and Control of 
Non-tax Revenue | 


9.1. The results of this review are encouraging. They indicate that 
steps are being taken by central agencies and departments to improve 
the financial management and control of non-tax revenue. Effective 
use of incentives, better information and improved control are needed 
as the government seeks to increase non-tax revenue, and changes to 
Parliamentary authorities and administrative policy are made 
(paragraphs 9.21 to 9.23). 


9.2 The role of central agencies is changing; they are placing 
increased emphasis on the management of non-tax revenue by 
departments (9.23 to 9.29). The extent to which the Treasury Board 
Secretariat and the Office of the Comptroller General are to monitor 
non-tax revenue activity and results needs to be clarified and 
communicated to departments (9.30 to 9.33). They have completed 
some important tasks and are pursuing others (9.34 to 9.40). 


9.3. A more businesslike approach is being sought (9.41 to 9.48). 
Increased departmental attention is required to ensure that potential 
sources of non-tax revenue are identified, planned for, and 
implemented (9.49 to 9.52). Millions of dollars of revenue are likely 
not being realized (9.53 to 9.56). 


9.4 Before the new user fee policy can be successfully 
implemented, strategies that consider the costs and benefits to all 
parties will have to be determined and fees set accordingly (9.57 to 
9.63). 


9.5 Improved disclosure of non-tax revenue activity and 
performance is required to serve Parliament better (9.64 to 9.73). 


9.6 Return on investments is usually received and recorded on a 
timely basis (9.74). Various deficiencies exist in collecting, controlling 
and accounting for other non-tax revenue (9.75 to 9.78). Other 
means of collection should be considered, such as consolidating the 
handling of accounts in one agency, contracting out to collection 
agencies and offsetting payments against moneys owed the Crown 
(9.79). 
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Department of Agriculture 
Farm Safety Net Programs 


10.1. The Department of Agriculture administers a group of programs 
known as the farm safety net programs. They include Crop 
Insurance, the National Tripartite Stabilization Program (NTSP), 
payments under the Agricultural Stabilization Act (ASA) and the 
Western Grain Stabilization Act (WGSA), and various ad hoc 
programs like the Special Canadian Grains Programs (SCGP) and the 
Canadian Crop Drought Assistance Program (CCDAP). The support 
to Canadian agriculture these programs represent has amounted to 
some $7.6 billion from 1986-87 until 1990-91 (paragraphs 10.8, 
10.12, 10.15, 10.18 and 10.19). 


10.2 We last reported on a comprehensive audit of the farm safety 
net programs in 1986, when we identified problems in effectiveness 
measurement and reporting, and in financial management and control. 
This year’s audit re-examines these areas with respect to two types of 
safety net programs managed by the Department: those designed to 
counteract market risk and those intended to protect farmers against 
the hazards of nature (10.21 to 10.23). 


10.3. Since our last audit, the Department has performed little 
ongoing performance measurement or program evaluation of these 
programs. Consequently, management has had little reliable 
information on the impacts and effects of these programs (10.36 to 
10.47). 


10.4 Some of these programs are required in law to be self- 
sustaining. Because the Department has not defined "self- 
sustaining", it is difficult for managers to recognize whether a program 
meets this requirement and hence, whether any deficit it may show is 
likely to be significantly reduced. It is sometimes not clear who is 
liable for the deficit if a program is found to be not self-sustaining, 
because responsibilities are not always adequately spelled out 

(10.50 to 10.56). 


10.5 Most of these programs operate under federal-provincial 
agreements. We expected that the drafting and approval of 
agreements would be a tightly controlled process, involving the 
Department's legal, accounting, auditing and program experts. 

Despite the significance of these agreements, we found that the 
process is not well controlled. In the agreements, key matters such as 
objectives, responsibility, cost-sharing allocation and accountability are 
not made clear. These weaknesses have significant consequences 
(10.63 to 10.66). : 


continued 
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10.6 Under the terms and conditions of most agreements, the 
provinces play a significant part in delivering the programs — including 
ensuring that producers comply with program terms and conditions 
and gathering essential program data. As matters currently stand, the 
Department authorizes federal contributions and requests advances to 
finance program deficits without reasonable assurance that the 
provinces and the producers have complied with the agreements’ 
terms and conditions (10.67 to 10.70). 


10.7. The Department has known about many of the problems 
identified in this chapter for some time; they were raised in our 1986 
audit and its own internal studies. But it has made little progress in 
responding to most of our 1986 recommendations, despite a 
commitment to the Public Accounts Committee to do so. The 
Department has been very busy in this period developing new 
legislation and programs. Our recommendations still apply to the 
continuing programs and are equally pertinent to the implementation of 
the new programs (10.93 to 10.99). 


12 Chapter 10 


Department of the Environment 
Conservation and Protection 


11.1 The division of powers between the federal and provincial 
governments under the Constitution Act makes no explicit mention of 
the environment. Each level of government has powers that impact 
on the environment. The overlapping nature of environmental 
jurisdiction makes partnerships between the provincial, territorial and 
federal governments vital to Canada’s environmental well-being 
(paragraphs 11.13 to 11.19). 


11.2 The Department of the Environment has not clarified with the 
provinces their respective authorities and responsibilities for 
compliance and enforcement activities, nor has it negotiated 
agreements with the provinces for efficient and effective achievement 
of environmental quality goals (11.29, 11.41 and 11.42). 


11.3 Priorities for enforcement of and compliance with regulations 
have not been clearly defined (11.45 to 11.48). 


11.4 Enforcement and compliance activities are not adequately 
monitored and evaluated (11.43, 11.47 and 11.54 to 11.57). 


11.5 Information for planning and management control is not 
adequate to ensure that enforcement and compliance operations are 
managed with due regard to economy and efficiency, that laws and 
regulations are consistently applied and that an appropriate level of 
compliance is achieved (11.52, 11.54 and 11.55). 


11.6 The Great Lakes Water Quality Agreement and its 
implementation structure are considered by many to be a good model 
for countries managing shared resources (11.64). 


11.7 The provisions of the Great Lakes Water Quality Agreement 

require that operational and Remedial Action Plans be implemented. 
These plans lack specific goals and deadlines that could be used to 
hold managers accountable for the results obtained. In our opinion, 
this has slowed progress in dealing with the serious toxic pollution of 
the Great Lakes, although there have been significant reductions in 

some pollutants (11.69 to 11.76). 


11.8 information for Parliament on the Department’s enforcement 
and compliance activities and on Canada’s contribution to the 
prevention and clean-up of pollution in the Great Lakes is inadequate 
for accountability purposes (11.93 to 11.110). 
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Department of External Affairs 


Membership Payments to International 
Organizations 


12.1. The Department views multilateral co-operation as central to 
Canada’s foreign policy objectives. In its commitment to multilateral 
co-operation Canada has, over the years, adopted the practice of 
joining most international organizations, such as the United Nations 
and its affiliated agencies, and participating in most international 
forums. On a per capita basis, Canada contributes more to 
international organizations than most other developed countries 
(paragraphs 12.5 to 12.7). 


12.2 Every year competition for public funds increases and the need 
for funds to finance additional activities expands. New global issues 
emerge while many existing problems remain unresolved. The 
Department’s management of multilateral activities will have to be 
more businesslike. Current fiscal realities are calling for hard choices 
(12.86). 


12.3 The capacity for informed decision making by the Department, 
and Parliament, would be enhanced by the following changes in the 
way multilateral activities are managed and reported: 


@ articulating foreign policy objectives and priorities more clearly as 
they relate to participation in multilateral activities, and improving 
planning of operations (12.23 to 12.30); 


e@ "standing back" and assessing on a periodic basis whether, or 
how well, memberships in international organizations are meeting 
Canada’s foreign policy objectives. Departmental officials told us 
that they are now raising questions about certain aspects and 
programs of some international organizations, such as the 
International Labour Organization and the Food and Agriculture 
Organization (12.31 to 12.40); 


@ developing a more innovative approach to effecting administrative 
reform at certain UN organizations, which have not changed 
substantially in spite of sustained efforts by Canada over many 
years, both alone and with other developed countries (12.41 to 
2.62); 


@ clarifying co-ordinating responsibility and relationships with other 
participating departments (12.63 to 12.76); and 


@ giving Parliament better information to justify resource utilization for 
multilateral activities and build a stronger consensus about 
Canada’s role, foreign policy objectives and choice of options for 
program delivery (12.77 to 12.84). 


12.4 The Department can learn from its long-standing and extensive 
participation in international organizations. Implementing the changes 
we recommend would enhance the value Canada derives from its 
participation in international organizations. For example, Canada 
could contribute, in partnership with other countries, to bringing about 
a better managed UN system (12.85). 
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Department of Fisheries and Oceans 
Central and Arctic Operations 


13.1. The Central and Arctic Region of the Department of Fisheries 
and Oceans (DFO) is faced with more demands than it can meet, 
particularly in a continuing period of restraint (paragraph 13.75). 
These include delegation of responsibilities to the provinces and 
territories (13.18), participation in the settlement of aboriginal land 
claims (13.37), expansion of DFO’s role in environmental assessment 
(13.30), implementation of a national fish habitat management policy 
(13.25), and responding to significant scientific and environmental 
issues such as toxic contamination, acid rain and climate change 
(13.50). 


13.2 We found that the Region is moving to meet these demands 
through practices such as establishing informal co-operative 
arrangements with the provinces (13.24), developing habitat referral 
procedures (13.31), participating in co-operative management boards 
in the Arctic (13.47), identifying priority Arctic fish stocks (13.43) and 
using more Outside funding to support science projects (13.57). 


13.3 Delegation to provinces. The question of the extent and 
nature of responsibilities to be delegated to the Central provinces 
remains largely unsettled, awaiting clarification of fish habitat and 
related environmental responsibilities. With this unclear division of 
responsibilities, the Department risks being unsure of the extent to 
which fisheries and habitat management activities are being carried 
Out (13.15 to 13.18). 


13.4 Fish habitat management. Progress has been slow in 
implementing the Policy for the Management of Fish Habitat (13.25). 
It has been hindered by delays in reaching delegation agreements with 
the Central provinces, and by additional pressures placed on the 
program by the Department's expanded role in environmental 
assessment (13.27 and 13.30). In the meantime, the provinces have 
been Carrying out habitat management responsibilities based on 
informal agreements, and without monitoring by DFO (13.23 and 
13.24). Another constraint on the implementation of the habitat policy 
and program has been the fact that information systems and data 
bases are limited (13.29). 


13.5 Arctic fisheries management. The Central and Arctic 
Region’s management of northern fisheries has been hampered by an 
extended period of change and indecision, largely outside DFO’s 
control (13.37 and 13.38). In this context, the Region is having 
difficulty implementing an Arctic program (13.39 and 13.40). More 
data and information are needed to meet both the Region’s 
requirements and the Department’s obligations under land claim 
settlements (13.41 to 13.45). 


continued 
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13.6 Science priority setting. Science is the Region's main 
strength and underpinning, and the scientific work done in the Region 
is highly regarded (13.49 and 13.55). In the context of fiscal restraint 
and major coastal fisheries problems, the Region’s ability to influence 
the national priority-setting process is limited (13.52 to 13.56). The 
increasing outside funding that supports much of the science activity is 
subject to client-driven priorities and schedules, which can undermine 
the Department’s priority-setting process (13.57 to 13.61). 
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Department of Indian Affairs and 
Northern Development 


14.1. Inadequate accountability for funding. Seventy-two 
percent ($1.9 billion) of the $2.6 billion budget of the Department of 
Indian Affairs and Northern Development (DIAND) for the provision of 
goods and services to the Indian peoples is self-administered by 
bands or tribal councils. DIAND is answerable to Parliament for 
these funds, but it does not have assurance in all cases that they are 
used for the purpose intended or managed with due regard for 
economy, efficiency and effectiveness (paragraphs 14.15 to 14.20). 


14.2 Housing dependency and backlog. Status Indians residing 
on reserves are not eligible for housing assistance available to other 
Canadians from provincial and municipal governments. Furthermore, 
the Indian Act deters them from securing funds from private financial 
institutions or providing personal equity investment in on-reserve 
housing. Consequently, they depend entirely on the federal 
government for housing assistance. Although DIAND’s policy is to 
provide support for adequate housing, the Department has not clarified 
whether this provision is a benefit or a right, as claimed by the Indian 
organizations (14.21 to 14.31). 


14.3. DIAND estimates that it would cost up to $840 million to clear 
the existing backlog of 10,000 to 11,000 housing units. DIAND has 
no strategic plan to resolve this critical problem (14.32 to 14.33). 


14.4 1985 amendments to the Indian Act (Bill C-31). DIAND 
estimates it will cost over $2 billion during the next ten years to 
implement Bill C-31. The costs are for government commitments to 
meet increased demands for housing, education, and health and 
dental care for new status registrants (14.34 to 14.41). 


14.5 . Specific claims. The Indian Act and Indian treaties require 
DIAND to manage reserve lands and band funds. The alleged 
mismanagement of these assets has resulted in about 600 specific 
claims against the Department. In spite of federal commitments to 
improve the process, over half of the claims received during the past 
20 years were still in process in fall 1990. We believe that stronger 
commitments by all parties to expedite the process are needed if 
desired reductions in processing times are to be achieved (14.53 to 
14.75). 


14.6 Since 1976, DIAND has contributed about $50 million to Indian 
associations or bands to conduct claims research. DIAND does not 
know to what extent these research funds have been used for their 
intended purpose (14.76 to 14.78). 


14.7. Towards the end of our audit, the government announced that 
new initiatives would be taken to address native issues, including 
specific claims (14.94). 
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Department of National Revenue - Customs 
and Excise 
Customs Operations 


15.1. Customs enforces its own legislation and helps to administer 
over 70 other pieces of legislation. The Department also strives to 
serve the public by facilitating the movement of goods and people 
across the border. We examined two programs that Customs 
administers on behalf of other departments — illegal drugs and 
hazardous materials. On the facilitation side, we examined certain 
initiatives taken to streamline processing in traveller and commercial 
operations (paragraphs 15.6 to 15.16). 


15.2 For the traveller initiatives, we found that planning needs to be 
improved. While the Department conducts its third pilot test of the 
special/express lanes concept, congestion and delays at many border 
crossings continue. We also found that facilities constraints hamper 
processing. The most recent version of the cash register system 
looks promising (15.17 to 15.46). 


15.3. The commercial initiatives we examined are well received by 
brokers and self-clearing importers. They advised us that the 

initiatives have contributed to earlier access to goods and improved 
quality control in preparing accounting documents (15.47 to 15.57). 


15.4 Seizure statistics show that the Department is a major 
contributor in preventing illegal drugs from entering Canada. 

However, it lacks a comprehensive risk assessment at the 
departmental level and a departmental interdiction plan; and drug 
intelligence gathering, sharing, analysis and dissemination have not 
been fully explored. We also found that the tools and facilities needed 
to carry out examinations for illegal drugs are not always available. 
Training and performance measurement for this enforcement activity 
could be improved (15.58 to 15.82). 


15.5 The Department has a role to play in controlling the importation 
of hazardous materials but this role has not been ciearly established. 
There is no defined program in place for dealing with hazardous 
materials. With the exception of the Department of the Environment, 
there are no agreements with other departments on the enforcement 
for hazardous materials. The implementation of the agreement with 
the Department of the Environment has just started (15.83 to 15.108). 
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Department of National Revenue - Taxation 
Taxpayer Services 


16.1. The Department of National Revenue-Taxation has stated its 
commitment to improving taxpayer services. In recent years it has 
extensively studied its operations, changed some practices, extended 
the use of automation, and expanded the range of its services. Still, 
the quality of some services provided is below the levels desired by 
the Department. 


16.2 Information on client expectations is vital to the establishment of 
service standards. The Department uses consultative committees and 
focus groups to learn how it can be more responsive to taxpayers’ 
needs. Questionnaires used to obtain taxpayers’ views should be 
supplemented with other information sources. The Department does 
not make the most effective use of complaints as a source of 
information (paragraphs 16.20 to 16.33). 


16.3 During the 1990 and 1991 filing seasons for personal income 
tax returns, the Department conducted surveys of telephone enquiries 
agents in order to monitor various aspects of their performance. One 
output of the surveys was information indicating that it took an 
average of 3.8 call attempts to get an agent on the line in 1990 and 
3.2 attempts in 1991. This performance does not meet the 
Department's standard of approximately 1.4 attempts (16.36 to 
16.55). 


16.4 A large percentage of adults in Canada find the Department’s 
publications difficult to understand. The Department is beginning to 
address the problem. A "readability team" is helping revise key 
publications to make them more understandable. In addition, certain 
members of the Department have received training on how to use 
plain language when they write. As a result, several of the 
Department's publications are now easier to read (16.78 to 16.89). 


16.5 The Department has not conducted evaluations of its services 
to determine whether they are contributing to its objectives in a cost- 
effective manner or whether its resources are optimally employed 
(16.98 to 16.100). 


16.6 Part Ill of the Estimates reports certain volume data on 


taxpayer services. It does not contain any information on service 
standards or quality (16.101 to 16.106). 
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Department of Public Works 
Office Accommodation Planning and Leasing 


17.1. The Department of Public Works (DPW) is responsible for 
providing office accommodation to federal departments and agencies 
and for furnishing other real property services. DPW accommodates 
about 155,000 government employees in 4.8 million square metres of 
office space across the country. Leased office space represents over 
40 percent of the total and requires annual rental expenditures of 
$379 million (paragraphs 17.9 to 17.12). 


17.2 The government has introduced some important changes in the 
management of real property in response to our 1984 comprehensive 
audit of DPW and other studies. However, at the time of our current 
audit, certain fundamental accommodation issues remain unresolved 
(17.13). These include: 


@ the service and control roles of DPW (17.25 to 17.32); 

e the question of whether departments should pay rent for 
accommodation (17.33 to 17.38); and 

@ long-term accommodation planning and investment strategies 
(17.39 to 17.46). 


17.3 It is our view that resolution of these issues would facilitate 
essential reforms in the planning and acquisition of leased office 
space. 


17.4 Although the government has taken steps to make the planning 
and acquisition of leased accommodation more businesslike, we 
believe that improvements can still be made in the following areas: 


defining tenant departments’ requirements (17.52 to 17.61); 
delivery times (17.62 to 17.68); 

the tendering process (17.69 to 17.75); 

meeting small space requirements (17.76 to 17.78); and 
market surveys and rental costs (17.79 to 17.87). 


17.5 Government initiatives such as Public Service 2000 are 
emphasizing greater choice and fewer detailed controls in providing 
government services. This is an opportune time for DPW to address 
persistent, systemic problems in office accommodation planning and 
leasing (17.88 to 17.93). 
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Department of Supply and Services 


Management of the Government 
Procurement Service 


18.1 As the procurement arm of government, the Department of 
Supply and Services (DSS) procures goods and services worth 
approximately $8 billion annually for the government of Canada. It 
also participates in the administration of major Crown projects 
currently valued at $23 billion. All DSS procurement services are 
now provided on a fee-for-service basis and must take into 
consideration government national objectives such as competition, 
fairness and accessibility, and industrial and regional development. 
The Department’s stated mission is to deliver valued services that 
enable its client departments to achieve their objectives (paragraphs 
18.6 to 18.11). 


18.2 The government strategy gives priority to competition, fairness 
and accessibility as the cornerstones of government procurement 
policy. Of the approximately $8 billion worth of goods and services 
procured annually through DSS, some 60 percent is procured on a 
competitive basis. Government policy requires that client 
departments’ needs be clearly defined in a generic and unbiased way 
to ensure accessibility and fairness to all qualified suppliers. In 
addition, DSS is required to advise and encourage client departments 
to amend non-competitive procurement requests to permit competition, 
where an alternative product or source of supply exists. DSS’ dual 
role of providing prompt and adequate service to client departments 
while ensuring compliance with government procurement policies may 
affect its challenge of client departments’ requests for non-competitive 
procurement (18.15 to 18.49). 


18.3. When DSS cannot establish a contract price by competition, 
key price components such as suppliers’ cost and profit must be 
estimated and negotiated. DSS awards $3 billion worth of non- 
competitive contracts annually. It is therefore important that DSS 
procurement officers be given assistance in deciding when detailed 
price substantiation should be carried out, the extent of such 
substantiation and the amount of documentation required. They 
should also be provided with sufficient technological tools and 
advanced methods to enable them to substantiate price proposals 
effectively. The current profit policy should be revised to ensure that 
the profit calculated is related to the level of risk assumed by the 
suppliers. The price certification currently provided by suppliers in 
support of non-competitive, non-commercial price proposals should 
also include a certificate of accuracy, currency and completeness of 
the price support information as of the time the non-competitive 
contract is awarded (18.50 to 18.77). 
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18.4 Generally, DSS has procedures in place to evaluate the 
technical and financial capabilities of suppliers. However, there is no 
corporate system to record and report on supplier and product past 
performance (18.90 to 18.99). 


18.5 DSS, one of the largest purchasers of goods and services in 
Canada, is undergoing significant changes. At the same time, there 
are continuing changes in the complexity and technical aspects of the 
products procured. The training and skills of procurement officers are 
the key to their effectiveness in providing centralized procurement 
services to the Government of Canada. Therefore, DSS training 
programs should be comprehensive and up to date, to provide 
procurement officers with the appropriate skills to discharge their 
responsibilities (18.110 to 18.119). 
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Department of Supply and Services 


Government Procurement and Industrial 
Development 


19.1 The procurement process has been used by the Government of 
Canada over the years as an instrument for achieving industrial and 
regional development and other related government objectives. The 
practice started with a modest attempt to give preference to domestic 
suppliers and evolved over the years to encompass socio-economic 
considerations which are now called national objectives (paragraphs 
19.7 to 19.11). 


19.2 The government's policy defines its national objectives with 
respect to the procurement process. It confirms the pre-eminence of 
operational requirements, competition, fairness and accessibility as the 
cornerstones of government procurement. Second priority is given to 
long-term industrial and regional development, and third to other 
national objectives. By incorporating industrial and regional 
development requirements into the procurement process, the 
government’s goal is to create long-term, sustainable economic 
activity in Canada that results in goods and services which are 
internationally competitive (19.7 to 19.11 and 19.14). 


19.3 Canada is not alone; other countries also use procurement as 
an instrument for industrial and regional development and other related 
government objectives. To the extent that foreign governments 
incorporate domestic industrial and regional development objectives in 
their procurement process, the Canadian government may find it 
necessary to have certain requirements to develop and protect some 
industries where governments are usually the major customers 

(19.21 to 19.23). 


19.4 A number of reviews carried out within government have 
contributed to changes in policies and practices. Achievement of 
specific industrial and regional development benefits targeted under 
procurement contracts has been monitored and reported. However, 
there has not been a formal evaluation of the effectiveness of using 
the procurement process to achieve long-term industrial and regional 
development objectives (19.24 to 19.26). 


19.5 Before the government awards procurement contracts to 
suppliers without competition or with limited competition, for the 
purposes of industrial and regional development, domestic preference, 
or other related government objectives, more attention should be given 
to the following factors to minimize contract performance risks such as 
cost overruns and delays (19.27 to 19.69 and 19.81 to 19.107): 


@ assessing the selected suppliers’ technical, managerial, and 
financial capabilities; 
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providing the selected suppliers with the required technical 
assistance, where cost justified; 


ensuring that suppliers’ estimates of contract cost and time of 
delivery are realistic, taking into consideration their capabilities; 


ensuring that, where feasible, the research and product 
development portion of procurement projects is satisfactorily 
completed and tested before the actual engineering and production 
begin; and 


considering the suitability of awarding fixed price contracts for work 
that involves significant research and development where the 
specifications are not firm. 


19.6 To enhance public confidence in the fairness and accessibility 
of the government procurement process there should be, where 
feasible, greater use of competition, one of the cornerstones of 
government procurement policy (19.27 to 19.29). 
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Department of the Secretary of State 
Official Languages and Translation 
Translation Bureau 


20.1 Since 1985, the Translation Bureau has been greatly affected 
by staff reduction measures and by the obligation to increase the use 
of contracting. The amount of work contracted out is expected to 
reach 50 percent in 1994; from 1986 to 1991, it increased from 

20 percent to 42.6 percent. The Translation Bureau is operating in a 
changing environment at a time when it is redefining its directions and 
the kind of organization it wants to become (paragraphs 20.15 to 
20.37). 


20.2 Our calculations indicate that direct production costs of 
translation in the Department of the Secretary of State are higher than 
in the private sector - 27.3 cents compared to 18.3 cents. Several 
factors may explain this variance: productivity, salaries and benefits 
and the regionalized structure of the Department (20.47 to 20.50). 


20.3 Given that the Translation Bureau was not identifying its 
indirect costs related to translation operations, it was unable to monitor 
them closely enough to identify potential savings (20.52 to 20.54). 


20.4 Our 1984 Report recommended that quantitative production 
standards be established to monitor translator performance. However, 
management decided instead to set individual quantitative and 
qualitative objectives. Although translators at the TR2 level have 
increased their production by 20 words per hour since 1983, 

75 percent of them performed below the benchmark of 200 words per 
hour. We estimate that, had that standard been reached, annual 
savings of $1.9 million would have resulted. Moreover, translators 
have little incentive to produce at their highest possible levels. 

(20.65 to 20.73). 


20.5 The Translation Bureau cannot explain the overall decline in 
the quality of translations since 1987. Consequently, it cannot take 
appropriate corrective measures (20.83 to 20.92). 


20.6 After more than five years of effort, and with annual operating 
costs of about $2.5 million, the Department's management information 
system still does not provide, in a timely manner, the information it 
needs to manage with due regard to economy and efficiency (20.96 to 
20.99 and 20.176 to 20.181). 


20.7 The absence of an appropriate strategy for human resource 
management, in an environment of downsizing and of increasing use 
of contractors, has led to a loss of skills by the Bureau and to changes 
in duties that may explain the performance level and the decline in 
quality (20.105 to 20.116). 
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20.8 Our consultation with employees of the Translation Bureau 
indicates that the prevailing work climate is poor. Employees have 
clearly identified negative effects contracting out has on their work, but 
they are more concerned by the way contracting out is managed than 
by its use (20.122 to 20.127). 


20.9 In the absence of a complete analysis, management was not 
able to determine the ultimate advantages of contracting out 
(20.129 to 20.133). 


20.10 Since 1988-89, contracting out has resulted in average annual 
savings of $7.5 million in direct costs. However, this does not take 
into account the repercussions of contracting out on human resources 
and on the quality of translation. Better management of operations 
and human resources would have reduced the negative impacts on 
the work environment and made the Translation Bureau more efficient 
(20.137 to 20.141). 


20.11 The translator certification process lacks rigour, and the 
imposition of sanctions on contractors is inequitable (20.151 to 
20.154 and 20.160, 20.161). 


20.12 The information provided to Parliament in Part Ill of the 
Estimates is incomplete (20.187 to 20.190). 


26 Chapter 20 


Organization and Programs of the 
Office of the Auditor General 


21.1 Under section 11 of the Auditor General Act, at the request of 
the Governor in Council, the Office has received orders-in-council to 
inquire into and report on 10 organizations (paragraphs 21.11 and 
eile): 


21.2 The Office provides a variety of services to meet the needs of 
Members of Parliament (21.14 to 21.22). 


21.3 Employment equity concerns are being addressed by the Office 
(21.26 to 21.29). 


21.4 The Program Evaluation and Internal Audit Group serves the 
Auditor General directly to ensure that the Office obtains good value 
for money in its Own expenditures (21.32). 


21.5 The Office has made progress in the development of its 
methodology, which includes the new Comprehensive Auditing 
Manual (21.37 and 21.38). 


21.6 Investment in new technology has provided an environment for 
the cost-effective exercise of professional judgment in the planning, 
execution and reporting of audits (21.47 to 21.52). 


21.7 The Office is the secretariat to the INTOSAI Development 
Initiative, a training program of the International Organization of 
Supreme Audit Institutions, and participates in a program funded by 
the Canadian International Development Agency to expose 
international Fellows to Canadian legislative auditing (21.56 to 21.60). 


21.8 The Office completed special examinations of three Crown 
corporations in 1990-91 (21.61 to 21.64). 
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Preface 


This is the fifth year we have produced this booklet of main points from the 
annual Report. It should be seen as one element in a continuing task. That 
task is to communicate clearly the results of our audits. 


Our auditing has value only when we get our messages across: to Members 
of Parliament, to the government, to the taxpayers of Canada who provide the 
dollars the government spends. 


The Auditor General’s annual Report exceeds 600 pages of detailed 
information. Despite our best efforts, I recognize that it is not an easily 
accessible document. This is why we publish this booklet with the main 
points from each of this year’s chapters. 


The main points here are very abbreviated. When readers identify matters of 
interest to them, I urge them to go to the Report for the complete message. 


The booklet has been well received in the past. I hope it continues to be a 
useful and convenient tool. 


L. Denis Desautels, FCA 
Auditor General of Canada 
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Matters of Special Importance and 
Interest 


Li Chapter 1 focusses on issues that I believe are fundamental to 
achieving accountability in government and to enhancing our national 
institutions. 


Ike. Information for Parliament. The Office recognizes that 
Parliament needs appropriate information from government departments 
and agencies to fulfil its role in responsible government. What information 
is relevant? This year’s Report gives practical recommendations on this 
issue. 


1.3 Stewardship of the national debt. | find that there is an 
ever—growing concern among taxpayers about the federal deficit and debt. 
We need to consider ways of improving the government’s financial 
disclosure to help Canadians better understand and assess the significance 
of the deficit and debt. 


1.4 Truth in budgeting. There is also a need to recognize and make 
visible, on a timely basis, any costs that may arise from federal credit 
programs such as loan guarantees. 


1.5 First Nations. In the 1991 Report and again this year, the Office 
has identified the need to clarify the financial relationship between the 
government and First Nations. What should be the government’s 
accountability for funding provided to First Nations? 


1.6 Protection of the environment. Implementation of sustainable 
development requires integration and balancing of economic and 
environmental factors in all aspects of government decision making. What 
role should departments, agencies, regulators, my Office and other federal 
government auditors play in implementing this concept? 


ibe) Public service reform. Taxpayers may well ask, “Will the 
government’s current management reform initiative result in higher 
productivity, appropriate levels of service, higher morale, and greater 
cost—effectiveness?” In this chapter, I comment on the progress of the 
reform initiative. 


1.8 Information technology. Government operations can be made 
more productive by the appropriate selection and application of new 
information technologies. However, ways need to be found to better 
manage the risks inherent in developing large computer systems. 
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Other Audit Observations 


2.1 The Auditor General Act requires the Auditor General to include in 
his annual Report matters of significance that, in his opinion, should be 
brought to the attention of the House of Commons. 


2.2 The Other Audit Observations chapter fulfils a special role in the 
annual Report. Other chapters normally describe the findings of the 
comprehensive audits we perform in particular departments; or they report 
on audits and studies of issues that relate to operations of the government as 
a whole. The Other Audit Observations chapter is used to report individual 
matters that have come to our attention during our financial and compliance 
audits of the Public Accounts of Canada, Crown corporations or other 
entities. It is also used to report some specific matters that have come to our 
attention during our comprehensive audits. 


23 The chapter contains a wide range of observations on departmental 
operations. The issues addressed generally concern failure to comply with 
authorities, poor cash management practices, inadequate control over 
revenue and the expenditure of money without due regard to economy. 


2.4 Although the individual audit notes report matters of significance, 
they should not be used as a basis for drawing wider conclusions about 
matters we did not examine. 
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Follow-up of Recommendations 
in Previous Reports 


3.1 Departments continue to make progress in correcting deficiencies, 
although it is slow in some areas. 


3.2 Immigration — Departments involved in these activities have 
made good progress in implementing some of our recommendations. 
Improvements have been or are being made in the management of 
immigration levels, the automation of immigration activities at missions 
abroad, the control over access to the refugee system, and the initial 
refugee hearing process, but overall efficiency gains have yet to 
materialize in the foreign delivery of the Immigration Program. Medical 
screening procedures have also been reviewed and improvements made at 
Customs’ primary inspection line. More needs to be done, however, in 
several areas including paper burden, training of personnel, development 
of efficiency norms and resource allocation abroad, security screening and 
removals. 


3:3 Department of the Environment — Conservation and Protection 
- The Department has made satisfactory progress in many areas within the 
programs examined in 1991, including the release of its comprehensive 
environmental strategy, the Green Plan. However, with respect to the 
implementation of the Canadian Environmental Protection Act (CEPA) 
and sections 36 to 42 of the Fisheries Act, areas requiring further attention 
are identification of standards of environmental quality, levels of 
compliance required to achieve these standards, and assessment of the 
effectiveness of regulations. The 7 August 1992 ruling of the Superior 
Court of Quebec on CEPA, and the mandatory parliamentary review of the 
administration of the Act, might influence future action in these areas. In 
the Great Lakes, the federal program co-ordination structure has been 
strengthened, but action to implement changes is slow. 


3.4 Department of National Defence - Human Resource 
Management - Progress has been satisfactory on some recommendations. 
Much remains to be done in several cases. The Department still needs to 
re-evaluate its Official Languages Program implementation in order to 
respond to identified needs. Work is still required to ensure that relevant, 
cost-effective and timely training is provided. The level of medical 
support required in peacetime to support unique military needs has yet to 
be defined. 


35 Department of the Secretary of State — Education Support — 
In the area of Post-Secondary Education Support, progress has been slow. 
As for the Canada Student Loans Program, the Department is undertaking 
corrective measures. However, more needs to be done in formalizing and 
implementing agreements with provinces and in improving the 
management information system for student loans. 


3.6 Department of Transport — Airports — While the Department 
has had some success with runway expansion, it still lacks a clear 
management strategy and a plan for financing capital needs. 


At Reporting to Parliament — This issue is addressed in Chapter 6 of 
this Report. A number of follow-up audits this year have indicated that 
problems identified previously have not yet been fully resolved. 
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Change and Control in the Federal 
Government 


4.1 Public service reform will bring about changes in control at all levels 
of government. Some proposals would have an impact on how Parliament 
funds and scrutinizes government operations. The central agencies are 
already reducing central direction, to minimum basic rules. In departments 
and agencies, as much authority as possible is to be placed in the hands of 
front-line employees and managers, along with responsibility for ensuring 
that controls over the operations and resources entrusted to them are 
adequate. Public servants at all levels are to be more clearly accountable for 
their performance. 


4.2 This study considers the effect of this reform on control at the levels 
of Parliament, ministers, central agencies and the departments and agencies 
that deliver programs to Canadians. It sets out some of the important issues 
that Parliament and the government need to address in changing the control 
framework. 


4.3 It is well recognized that the timing, nature and location of controls 
could change. The government needs to make clear the control and 
accountability framework needed — its nature, what it would comprise, and 
what measures would be in place — to protect parliamentary control while 
safely guiding public servants who are being asked to innovate, to take 
greater risks and to be more accountable. 


4.4 The government needs to manage the transformation in control 
carefully and report to Parliament on its progress. Sustained leadership at all 
levels of government is needed to carry these reforms through. As part of 
the change process, the adoption of a contemporary view of control — one 
that is oriented to achievement — is key in renewing management in the 
public service. In the chapter we suggest, as a matter of urgency, action steps 
for government to help ensure a successful transition to better management 
in the public service. 
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SELLS LT LAT ST PT 
The Learning Organization 


5.1 Today’s organizations operate in a world of rapid and accelerating 
change. To stay relevant, effective and competitive, these organizations 
must learn at least as fast as their environment changes. This means 
maintaining a fit between the organizations’ assumptions about reality and 
reality itself. 


i 4 The learning organization views change not as a threat to be 
resisted, but as an opportunity to become more confident, responsive and 
effective. 


5.3 The learning organization encourages its members at all levels to 
learn continually and to embed their skills and knowledge into its attitudes 
and practices. 


5.4 Organizational learning is inspired by “learning champions.” 
These are people who foster a sense of purpose, develop enlightened 
strategies, attract other committed people, and view work environments as 
continual learning structures through which service and performance can 
be improved. 


<5) The learning organization sees itself as part of an interactive 
partnership with its customers. This relationship involves a process of 
ongoing development through reciprocal feedback. Together, the partners 
create products and services that are valued by society. 


5.6 The public service could foster organizational learning through 
experimental projects in a variety of areas. These projects would 
emphasize continuous learning as the basis for effective teamwork and for 
improvements in service and performance. Learning and innovation 
would gradually become dominant characteristics of the public service 
culture. 
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Information for Parliament 
Departmental Reporting 


6.1 In the early 1980s, the government reformed the Estimates and 
introduced a new package of information for Parliament on departmental 
spending: Part III of the Estimates. This change led to considerable 
improvement in reporting, but, as was generally agreed, it was limited to 
annual spending. 


6.2 Yet the business of government is complex and the instruments it 
uses are varied, only some of which are reflected through annual 
spending. Parliament should expect and receive a regular accounting on 
the exercise of the entire business of government: in a phrase, global 
stewardship. The Part IIIs should change to meet this proposed global 
stewardship paradigm, and they should be produced and reported on a 
cycle that could vary among departments. 


6.3 Both parliamentary committees and government departments 
would be better served by these cyclical, in-depth reviews of 
departmental “global stewardship” within the current system of annual 
parliamentary approval of the Estimates. 


6.4 While this method of reporting would mean more and better 
information, it need not mean more printed text. Existing technology 
provides an emerging opportunity to produce shorter, stewardship—based 

_ printed Part IIIs with additional information stored in electronic libraries. 
This additional information would be updated at least annually and made 
available on request, electronically and in printed form. 


6.5 Accounting for “global stewardship” does not end with a better 
Part III. Ministers’ speeches, answers to questions in Parliament, 
testimonies before committees by ministers and officials are all occasions 
to satisfy the need for disclosure by government. The quality of reporting 
should be a preoccupation of the mind, in living up to the ideals of 
responsible government. 
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Payments to Employees Under the 
Work Force Adjustment Policy 


7.1 The primary objective of the audit was to determine the extent to 
which payments in lieu and other related benefits granted between 1986 
and 1991 under the Work Force Adjustment Policy were well founded and 
in keeping with the intent and letter of the Policy. 


7.2 We found significant differences in the way the provision 
regarding payments in lieu was administered in departments. There were 
instances where it was well managed and instances where it was not 
managed in a satisfactory manner. In each case, there were some common 
characteristics. 


Led Some 32 percent of the 396 payments examined were well 
founded and in keeping with the intent and letter of the Policy. 

Thirty-five percent were judged to be without foundation. In addition, we 
found that a number of payments — 29 percent — were called into 
question, given the reasons for and the circumstances in which they were 
made. We were unable to conclude in 4 percent of the cases. Our 
findings were indicative of trends and patterns, notably regarding 
payments made between April 1990 and December 1991. 


7.4 While payments in lieu have facilitated work force adjustment 
situations, there has been a gradual deterioration in the administration of 
this provision, notably because of weaknesses in the management 
framework in departments and at the central agency level. 


(Fs) In our opinion, there is a need to clarify and better understand the 
roles and responsibilities of central agencies and departments and to 
ensure that all players concerned work in partnership. We suggest that 
there must be a change in mindset about empowerment, control and 
accountability. We also suggest that consideration be given to developing 
policies or mechanisms to deal with specific departmental problems such 
as work force renewal and other personnel problems. We believe that the 
emphasis needs to shift from reducing personnel to eliminating 
unnecessary and non-essential work. We also believe that there is a need 
for managers to absorb, or at least take into account, the full cost of their 
decisions regarding payments in lieu. 
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Search and Rescue 


8.1 “Search and rescue” involves looking for and aiding people in 
distress. Although individuals are primarily responsible for their own 
safety, all levels of government, as well as members of the public, respond 
when people are in distress. 


8.2 The times and locations of distress situations are not predictable, 
and no amount of resources can guarantee that all people will be saved. 
The federal government has located search and rescue resources at 
selected sites to respond to marine incidents in international and coastal 
waters and to air incidents. Other federal and non—federal resources are 
expected to, and do, respond to incidents in other areas. For air and 
marine incidents that are a federal responsibility, the federal government 
co-ordinates the response of all available resources. 


8.3 Timeliness of response, which usually depends on the proximity of 
rescue resources to incidents, is a critical factor in saving people in 
distress. Our review of the reported air and marine distress incidents for 
1989 and 1990 noted that even in areas where federal search and rescue 
resources were available, other resources often performed the rescue 
because they were closer to the scene. 


8.4 The federal search and rescue system provides a reasonable 
response delivered by limited federal resources, volunteer groups and 
other resources. Federal resources play a key role in co-ordinating the 
response in air and marine incidents, but our analysis of distress incidents 
shows that federal search and rescue vessels and aircraft were instrumental 
in incident resolution less than 20 percent of the time. The search and 
rescue vessels of the Canadian Coast Guard played a key role in 

12 percent of the reported marine distress incidents. The search and rescue 
aircraft of the Canadian Forces played a key role in 26 percent of the air 
and 3 percent of the marine distress incidents reported. 


8.5 The requirement for federal search and rescue resources has the 
potential to be reduced by expanding the use of other federal and 
non—federal resources, such as the Canadian Marine Rescue Auxiliary. 


8.6 Search and rescue patrol vessels often provide towing service to 
vessels requiring assistance. They provided critical assistance to a distress 
incident in the offshore area in one case. It should be possible to ensure 
that virtually the same extent of response for such incidents would be 
maintained by using other government vessels and vessels of opportunity, 
which are required to respond to distress incidents. 


8.7 Information necessary to determine the need for search and rescue 
resources and alternatives for providing search and rescue services is 
incomplete. 


8.8 Service standards, specifying a standard timeframe for resources to 
reach the incident site, have not been developed. Performance in relation 
to such standards should be used to assess the appropriateness of the 
location and extent of resources and, where applicable, the need to change 
the standards. 
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Employment and Immigration Canada 


Employment — Monitoring Performance 
Against Expectations 


9.1 In an overall program context, Employment and Immigration 
Canada’s (EIC) program evaluation has not examined the impact of its 
efforts on the labour market. However, the evaluations of program 
components were found to be of acceptable technical quality in terms of 
its selected measurement objectives. 


9.2 We believe that the ongoing performance measurement system 
for some components audited should be enhanced to ensure that timely 
and complete effectiveness information is available at all management 
levels. 


9.3 Given the large number of agreements at EIC, managers cannot 
be expected to exercise the same degree of control for each agreement. 
Control should vary with the level of risk and complexity of the 
agreement. In this regard, initial project approval is a crucial step for 
managers. However, vague project objectives, coupled with imprecisely 
defined local labour market needs and priorities, prevent EIC from 
selecting projects on the basis of merit. This situation increases the need 
for subsequent monitoring. 


9.4 EIC does not respect its own minimum requirements for financial 
and activity monitoring practices. Furthermore, the Department does not 
have a strategy for choosing projects to be assessed at the end of the 
agreement. Limited information is derived from the monitoring of 
projects. More complete information resulting from the close—out 
assessment of projects would allow EIC to identify lessons learned that 
would improve subsequent project selection. 


9.5 Although the Community Development Program relies on 
community—generated initiatives to improve the labour market situation, 
we found that few of the five-year strategic plans were truly strategic and 
that the data necessary to measure the impact of implemented initiatives 
were neither identified nor collected. 


9.6 The eventual establishment of local labour boards could help EIC 
strengthen its mechanisms to ensure that funds available under the 
Unemployment Insurance Act for training are used effectively. 


9.7 Parliament requires reliable information about EIC’s activities and 
their effects on the labour market. It has been informed of EIC’s mission, 
activity objectives and major lines of business. But it has not received 
evaluation evidence of the effectiveness of EIC’s efforts to achieve its 
overall objective. 
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Loans to Sovereign States 


10.1 Canada extends credit to individual sovereign states for many 
reasons: to promote development, to support foreign policy objectives 
and to facilitate export trade. Sovereign states owe Canada over $16 
billion, of which $12 billion is owed to two Crown corporations — the 
Export Development Corporation and the Canadian Wheat Board. 


10.2 The decision to extend credit to a country is complex and entails 
consideration of a number of factors, including those related to foreign 
and domestic policy, such as the promotion of Canadian agriculture. 
Granting credit to sovereign states also involves accepting risks. These 
risks take the form of delays or non-payment of loan interest or principal. 


10.3 The government holds the view that sovereign loans are 
ultimately collectable unless formally repudiated. In 1990, in anticipation 
of debt relief measures agreed to by the international creditor community, 
the government provided an allowance for debt relief costs in its financial 
statements. Subsequently, in 1991, the government voluntarily provided 
debt relief to Poland and Egypt. These arrangements will cost Canada 
more than $3 billion over the next 18 to 25 years and will use up a 
substantial portion of its allowance. 


10.4 Given the uncertain global economic outlook, the possibility that 
additional debt relief may be required, and the fact that many 
organizations including the World Bank now recognize, quantify and 
account for losses associated with loans to sovereign states, the 
government needs to assess whether its current policy is appropriate and 
realistic. It also needs to assess, on an annual basis, the value of these 
loans. 


10.5 Parliament needs better information on Canada’s overall 
sovereign loan exposure and the costs associated with it. For instance, on 
the matter of the 1991 debt relief to Poland and Egypt, Parliament has 
been told only that the costs of these arrangements would be $542 million 
over the first two years. 
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Canadian International Development 
Agency and the Regional 
Development Banks 


11.1. The government views multilateral co-operation as important to 
achieving Canada’s foreign policy objectives. Promoting development is 
an integral part of these objectives. Canada’s involvement with the 
regional development banks is a significant and growing aspect of 
multilateral co-operation. 


11.2 Canada’s cumulative financial assistance to the banks has risen 
from $2.6 billion in 1983 to $6.2 billion in 1991. Per capita, Canada 
contributes more than any other G—7 country. 


11.3 Canada’s purpose for participating in the regional development 
banks has been articulated in the International Development (Financial 
Institutions) Assistance Act. 


11.4 CIDA, and Parliament, need better information to know how 
effective Canada’s participation in the regional development banks has 
been in promoting the social and economic advancement of developing 
countries. CIDA is working with each bank to improve effectiveness 
evaluations. So far the results have been mixed. A study on the 
effectiveness of the banks is under way in Canada by the North-South 
Institute. CIDA, along with six other funders, is actively participating in 
this study. 


11.5 The matters for which the Minister is accountable to Parliament 
need to be clarified. It is reasonable to expect that the Minister be able to: 
provide an account to Parliament of the overall results achieved through 
the regional development banks; justify, based on these results, the extent 
of Canada’s participation in each bank; and account for the specific 
means employed to achieve Canadian objectives in these international 
institutions. 


11.6 Certain aspects of Canada’s management, accounting, control and 
reporting procedures need to be re-examined. We have four concerns: 


@ There is a need for CIDA to enhance its analysis of the quality of the 
banks’ loan portfolios. 


@ The accounting treatment of the $391 million Canada has paid as 
capital to the banks needs to be reconsidered. There is, for example, no 
expectation of financial return on this “asset’’. 


@ Canada has committed $3.7 billion to the banks as unpaid subscribed 
capital — in essence, guarantees that support the banks’ borrowings. 
There is no explicit approval by Parliament of these guarantees. 


@ = The Public Accounts do not show as liabilities the $1.1 billion in notes 
payable for moneys committed to the regional development banks, 
despite Canada’s legal obligation to pay. This accounting treatment 
needs to be reconsidered. 
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Department of Finance 


Participation in the Bretton Woods 
Institutions and in the European Bank for 
Reconstruction and Development 


12.1. Canada pursues its economic and foreign policy objectives, in 
part, through its membership in the Bretton Woods and related institutions 
— the International Monetary Fund (IMF) and the World Bank Group — 
and the European Bank for Reconstruction and Development (EBRD). 
Canada’s subscription (quota) at the IMF is $4.6 billion. Financial 
commitments in the World Bank Group and the EBRD are $5.6 billion. 


12.2. The roles of the International Monetary Fund and the World Bank 
Group have evolved over time. Both are now concerned with broader 
socio-economic goals as well as the traditional objectives of stable 
balance—of—payments conditions and sustainable economic development, 
respectively. The international debt crisis, and the creation of the 
European Bank for Reconstruction and Development to help former 
communist bloc countries of eastern Europe, may increase the pressure on 
Canada and other creditor members for more financial support. 


12.3 Several factors point to the need for the government to review the 
objectives, extent and results of Canada’s participation in the Bretton 
Woods institutions, and weigh them against its financial commitments to 
these institutions and other demands on the public purse. These include 
the reported decline in the success rate of projects supported by the World 
Bank, the evolution in the roles and operations of the institutions, and 
domestic fiscal restraint. 


12.4 Canada and some other creditor members have suggested that the 
World Bank continue to review its rate of loan loss provisioning, in view 
of the proportion of the loan portfolio that the Bank considered to be high 
risk and the uncertain global economic outlook. 


12.5. The Department of Finance has improved the information it 
provides to Parliament and the public on Canada’s participation. 

However, it needs to further improve the information on the objectives and 
results of participation and on the associated financial commitments and 
risks to which Canada is exposed. 


12.6 Weare concerned that, because of the vote wording in the 
Appropriation Act, Parliament is not made fully aware that it is approving 
a significant financial commitment of callable capital subscriptions when 
it approves payments to the World Bank. 
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Department of Finance 


Loan Guarantees 


13.1 Loan guarantees are one of the instruments the government uses 
to promote economic activities it favours. They are extended under loan 
guarantee programs or on an individual “ad hoc” basis. Outstanding loan 
guarantees amounted to $5.7 billion in 1990-91. The total authorized 
amount is about $13.7 billion. 


13.2 In 1986, after the significant losses incurred earlier in the decade 
on loan guarantees, the government introduced guidelines to prevent 
future losses from affecting the deficit significantly. These guidelines 
were directed toward sharing the risks with lenders, investors and 
borrowers. 


13.3. Risk sharing provides an incentive for lenders, investors and 
borrowers to act in ways that, while promoting the achievement of the 
government’s goals, also minimize its financial risk. However, ongoing 
loan guarantee programs with lender risk—sharing arrangements cover 
only 26 percent of the total outstanding exposure. Although the 
guidelines suggest that a substantial portion of the funds should be 
provided by private sector equity, for ad hoc loan guarantees government 
assistance ranges from 74 percent to 103 percent of estimated project 
costs. 


13.4 When a loan guarantee is authorized by Parliament through an 
appropriation vote of $1, it does not indicate a cost against which the 
government could subsequently be held accountable and this may give the 
impression that the guarantee is a free good. 


13.5 In 1986, the government indicated that it would establish reserves 
in its financial statements to offset the potential costs associated with new 
loan guarantees. This has not been done and the potential costs remain 
unknown until such time as the government has to honour the guarantee. 


13.6 The claim rates shown in the Public Accounts do not reflect fairly 
enough the loss rates of loan guarantee programs. Under the 
government’s formula for estimating these rates, the expected loan 

losses on five programs we looked at amount to $122 million. A more 
appropriate formula indicates expected net loan losses of about 

$511 million for those same five programs. 


13.7 Information to Parliament on the costs and risks of loan 
guarantees needs to be improved and simplified. 
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Department of Energy, Mines and 
Resources 


Energy Megaprojects 


14.1 Weexamined the energy megaprojects assisted and funded by the 
Department of Energy, Mines and Resources. Our observations on the 
Hibernia, Lloydminster Bi—Provincial Upgrader and Regina NewGrade 
Upgrader projects point to some fundamental weaknesses: 


@ lack of a comprehensive set of clear and measurable objectives; 
@ inadequate co-ordination of benefit monitoring; 


® deficiencies in the follow—up of environmental assessment recommen- 
dations and commitments; 


® continuing gaps in effectiveness measurement; and 


@ _ limited and poor reporting to Parliament and the public in Part III of the 
Main Estimates. 


These are important concerns because of the magnitude, visibility and 
potential significance of current and possibly future megaprojects. 


14.2 Clearly, means must be found to more effectively manage the 
federal interest in shared or joint projects that involve different levels of 
government and the private sector. Appropriate controls, including careful 
monitoring, are essential if federal interests are to be protected. 
Elaboration of central agency policies would contribute to better 
management of, and guidance to, the federal involvement in shared or 
joint projects. 


14.3. The Department of Energy, Mines and Resources needs to better 
account for results: for what megaprojects have or have not achieved with 
taxpayers’ money. It is not sufficient to control and account for financial 
expenditures only. It is also necessary to account for results in order to 
permit parliamentary and public scrutiny of the outcomes of expenditures. 
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Department of Indian Affairs and 
Northern Development 


INDIAN FOREST MANAGEMENT 


15.1 The Department of Indian Affairs and Northern Development 
(DIAND) has not fully discharged its statutory responsibilities with regard 
to Indian forest lands. 


15.2 The Timber Regulations established by DIAND to Carry out these 
responsibilities are inappropriate and unenforceable. 


15.3 Band consent is needed for entering reserves and for i issuing 
logging permits, but the Crown has title over reserve lands. Management 
of reserve forest thus requires the co-operation of both parties. 


15.4 DIAND and band councils lack adequate information to make 
effective decisions about Indian forest lands. 


15.5 Significant sustainable social and economic benefits would be 
possible if Indian forests were better managed. 


THE MANITOBA NORTHERN FLOOD AGREEMENT 


15.6 Under the 1977 Northern Flood Agreement (NFA), the 
governments of Canada and Manitoba and Manitoba Hydro agreed to 
compensate five Indian bands for the adverse effects of hydro-electric 
development projects undertaken by Manitoba Hydro. 


15.7. According to DIAND, the adverse effects included the flooding of 
up to 2,134 square kilometres of land, including 67 square kilometres of 
reserve land that is home to 10,000 status Indians. 


15.8 The NFA is being implemented by a dispute resolution process 
rather than by a co-ordinated, co-operative effort by all parties. This is 
detrimental not only to the NFA parties, but also to the taxpayers of 
Canada, who ultimately pay the costs. 


15.9 Certain environmental considerations have not been properly — 
addressed, despite the federal government’s knowledge of actual or 
potential dangers. 


15.10 DIAND and other federal departments have spent over 

$115 million under the NFA (mostly since 1988), but they have not 
captured the total costs to date and they do not know what these are likely 
to be in the future. Under a 1990 proposal, the federal government would 
pay the bands an additional $78 million, not including ongoing normal 
funding. 
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FLL 
Department of National Defence 


Major Capital Projects 
Industrial Development Initiatives 


16.1. Value for money in major capital projects has three major 
objectives: the first and pre-eminent objective is meeting operational 
requirements in the most cost-effective manner; the second is achieving 
cost-effective, long-term industrial and regional development; and the 
third is achieving other national objectives. This chapter addresses the 
interplay between the first two of these. 


16.2 Prior to 1985, it was common to seek offsets in major defence 
procurements. In 1985, a Ministerial Task Force concluded that offsets 
were costly and that expectations for incremental economic activity in 
Canada were overstated. The report called for a reassessment of 
government policies in order to place more emphasis on achieving 
benefits of lasting value and abandoning offset maximization. This 
resulted in greater emphasis being placed on achieving direct benefits. 


16.3 Direct participation by Canadian industry in major capital projects 
may involve little or no additional cost in those areas where it is already 
competitive. In many cases, however, Canadian participation requires 
investments in such areas as design, infrastructure and labour force 
development that will increase costs to Canada compared to the costs 
when dealing with established foreign suppliers. Totally unique 
requirements, whether sourced in Canada or offshore, would require some 
form of investment. 


16.4 We examined six DND major Crown projects (major capital 
projects costing over $100 million) under contract at the start of our audit 
to which industrial development initiatives had been attached, in whole or 
in part, under the current government policy. We found that the costs 
associated with these initiatives were significant and that generally they 
have not resulted in new industrial activity that is sustainable and 
competitive in domestic and world marketplaces, as required by current 
government policy. We also found instances where DND’s operational 
requirements have been affected. 


16.5 We recommended that steps be taken to improve strategic 
planning in this area; to provide decision-makers with adequate analyses 
of costs and benefits associated with industrial development initiatives; 
and to improve reporting to Parliament. 
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SL A SSE 
Department of National Defence 


Major Capital Projects 
Project Initiation and Implementation 
Within DND 


17.1 In the previous chapter on Major Capital Projects in the 
Department of National Defence (DND), we focussed on external factors 
at the beginning of the life cycle. In this chapter, we examine the effects 
of the systems, policies and procedures developed within the Department 
of National Defence that affect value for money in the procurement of 
major capital projects. 


17.2 We found the Defence Planning and Force Development Process 
to be deficient in much the same way as its predecessor, the Policy 
Planning Process, which we reported in 1984. In its present form, it still 
does not provide an adequate basis for the unfolding of the Defence 
Program Management System. None of the projects we examined in our 
Statistical sample was based on formally approved policy planning 
documents in the Defence Planning and Force Development process, and 
none had proceeded through the entire process as it is described in official 
DND documents. 


17.3. We found the Defence Program Management System to be 
ineffective as well as cumbersome, and very expensive in terms of the 
resources devoted to it. The process simply has not been followed and did 
not appear to be workable in practice. These shortcomings, added to 
those identified in the previous chapter related to factors external to DND, 
have significant adverse impacts on the attainment of value for money. 


17.4 Improvement of the Defence Planning and Force Development 
process is a prerequisite to improvement of the Defence Program 
Management System. 


17.5 The program control process for the day-to-day management of 
the 550 major capital projects in the Defence Services Program is not 
described in the Defence Program Management System document or any 
other official DND document. There is no visible priority system for the 
entire matrix of projects and the Defence Services Program Information 
System, in its present form, does not provide a suitable basis for program 
control. 


17.6 Most of the problems we observed — late delivery, cost escalation 
or failure to provide equipment that meets the operational requirement — 
were related to external and internal problems generated early in the 
project life cycle during project initiation. 


17.7 In 1988 we reported that excessive amounts of spare parts were 
being procured and stocked by DND. In this audit, we found that the 
prices paid were also significantly higher than necessary. 
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SAS SpE 
Department of National Defence 
The Canadian Forces Reserves 


18.1. The Canadian Forces Reserves are an essential component of the 
armed services. Reserves now cost about $750 million each year, and by 
the year 2000 will represent 46 percent of Canadian Forces personnel. 
Recent policy changes call for a revitalized Reserve that will play a more 
important role. 


18.2 Our audit indicates that the Reserve system as it is presently 
constituted provides only limited military capability. The Department of 
National Defence has recognized many fundamental problems that must 
be addressed. 


18.3. The Department will need to fill many gaps in planning. In 
particular, it will need to determine the most cost-effective roles and 
employment patterns for Reservists. Our audit indicates that, under the 
existing model, most of the cost advantage expected from the largest 
Reserve component is lost. The Department also needs to devise policies 
that will ensure reliable turnout of Reservists for training and in 
emergencies. 


18.4 Existing human resource management processes for the most part 
do not respond to the part-time nature of the Reserves. Reserve 
occupations, training and promotion standards are disconnected from 
operational requirements, and training and promotion standards are not 
enforced. Systems, although under review, have not been designed to 
accommodate the limited availability of Reservists. With notable 
exceptions, the same applies to recognition of Reservists’ civilian skills. 


18.5 We identified problems with the acquisition of supplies, equipment 
and facilities that also reinforce the need for an approved and affordable 
plan for the Reserves. Capabilities are compromised because of funding 
problems, and the full rationale for projects is hard to determine in many 
cases. 


18.6 Accountability for Reserve performance, both within the 
Department and to Parliament, needs to be dramatically improved. 


18.7. The Canadian Forces recognize that overcoming these problems 
will probably be one of their greatest challenges over the next decade. 
Major reorganization, human resource management and re-equipment 
programs are being undertaken to address many of the issues raised by 
this audit. 
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Department of National Revenue — 
Customs and Excise 


Special Import Measures Act 


19.1. The Special Import Measures Act provides a legislative 
framework to offer remedy to domestic producers against material injury 
caused by dumped or subsidized goods from other countries. The 
Department of National Revenue — Customs and Excise is primarily 
responsible for investigating allegations of dumping or subsidizing 
causing injury. The Canadian International Trade Tribunal conducts 
inquiries and makes findings relating to injury. 


19.2 The Department has taken reasonable steps in initiating 
investigations and determining dumping. We observed some areas where 
the Department should maintain a broader perspective in considering 


injury during its investigation before making a preliminary determination. 


Further, there is a technical limitation arising from the legislation that 
precludes the Department from considering further evidence of injury 
when a case is referred to the Tribunal for advice at an early stage of the 
process. 


19.3. Undertakings offered by foreign exporters or governments can 
serve as a less costly alternative to a full-length proceeding. However, 
they can easily be vetoed and terminated by any interested party, thereby 
rendering previous negotiations and efforts futile. Moreover, the 
Department needs to monitor undertakings closely to ensure that 
violations of their terms and conditions are detected promptly. 


19.4 The Department conducted an evaluation study in 1988 and has 
used the results to improve its administration of the program. The 
Department of Finance, the department responsible for policy and 
legislation, has conducted ongoing monitoring of anti-dumping and 
countervailing cases, but it has not completed a formal evaluation of the 
program since the Act came into force in 1984. In our view, such 
evaluation effort is needed to determine if the balance of rights and 
obligations established in 1984 continues to be appropriate in the present 
trade environment, particularly in light of the ongoing Uruguay Round of 
Multilateral Trade Negotiations and the Canada—United States Free Trade 
Agreement. 
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Department of National Revenue — 
Customs and Excise 


Goods and Services Tax: Registration 
and Related Sub-Activities 


20.1. With only 20 months available from the time of the budget 
announcement and despite passage of the legislation on 17 December 
1990, the Department managed to put systems and procedures in place to 
start administering the Goods and Services Tax (GST) by 1 January 1991. 


20.2 The Department achieved its registration target of 1.6 million by 
April 1991. However, we observed that many follow—up and maintenance 
actions are still needed in the registration program, which limits its 
capacity to identify new registrants. In addition, many accounts were 
cancelled without proper supporting documentation and the requirement 
for certain pertinent data was dropped from the original design of the 
registration form. 


20.3. The Department had implemented an extensive program to 
provide information to the public before the tax took effect. The demand 
for information services by telephone was massive in 1991-92, requiring 
resources to be redeployed from the registration program and other 
enforcement activities. In responding to written queries, the Department 
needs to reassess its target response time, prioritize the requests, explore 
ways to better communicate changes to users and work with the 
Department of Finance to recommend timely enactment of proposed 
legislative amendments. 


20.4 Almost 1.6 million of the 1.7 million registrants are small 
businesses filing returns on a quarterly basis. Although legislation 
provides certain options for simplification, they were chosen by few small 
businesses. The Department has started to address concerns to help 
simplify administration for the small business sector and itself. We believe 
that further simplification has the potential for significant efficiency gains 
to both registrants and the Department. 


20.5 The reporting of the start-up costs for GST was fragmented. 
Although many departments and agencies were involved, the overall costs 
were not consolidated and reported to Parliament. Furthermore, 
accountability and reporting for the development of the GST automated 
system, a major Crown project, need to be improved. 
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Department of National Revenue - 
Taxation 


Resolving Disputes on Income Tax 
Assessments 


21.1 Taxpayers who believe they have been treated unfairly are entitled 
to file an objection; this will initiate a review by National Revenue — 
Taxation appeals officers. Taxpayers who are not satisfied with the result 
of the review may appeal to the courts. 


21.2 National Revenue — Taxation’s Appeals Branch is committed to 
the impartial and timely resolution of taxpayers’ disputes. 


21.3. Appeals Branch’s philosophy, organization and training is 
intended to foster impartiality. The Branch has some indicators of the 
extent to which it succeeds in its quest for fairness, but it is looking for 
further indicators. In particular, it is preparing to survey taxpayers on 
their perceptions. 


21.4 Appeals Branch has grown in the face of an increasing workload 
and more exacting legislative requirements. Despite this growth in 
resources, the Branch is taking longer to resolve cases — on average over 
3 months for simple ones and over 14 months for complex ones. 


21.5 National Revenue — Taxation should make available to 
parliamentarians more information on performance in the dispute 
resolution process. 
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ELLEN LS 
Royal Canadian Mounted Police 


Provincial and Municipal Policing 


22.1. A long-standing partnership. Through contractual arrangements 
the RCMP has, for decades, served as the provincial, territorial and 
municipal police in eight provinces (not Ontario and Quebec), the two 
territories and 191 municipalities. This long-standing partnership has 
stood the test of time and has conferred significant benefits on all parties 
involved. 


22.2 Operational efficiency. The RCMP could improve its efficiency 
if more of its detachments would implement a “differential response 
strategy”, and adopt a more efficient shift schedule. It also needs to make 
greater use of available technology and to improve the efficiency of its 
report writing. In addition, it should improve its performance 
measurement practices and rectify the problems associated with its 
management information systems. 


22.3. A new focus — community-based policing. Over the last few 
years, a shift has occurred in policing philosophy that puts a much greater 
emphasis on community consultation and problem solving. The RCMP 
has been able to progress in a number of aspects of community—based 
policing, such as starting to hire visible minorities and establishing a 
community and aboriginal policing directorate. There are some delays, 
however. The Force has not developed guidelines that suggest how to 
better involve the community and improve local police operations. It is 
still in the process of adjusting its recruitment, training and other 
personnel policies and practices to match the needs of the new philosophy. 


22.4 Sharing the cost. The federal government historically has never 
recovered the full cost of providing contract policing services because it 
believes that it receives certain benefits from the arrangement. The 1992 
contract has added certain items to the negotiated cost base, according to 
which the provincial and municipal share of the costs is determined. The 
addition of these items means that the new negotiated cost base reflects 
more closely the actual cost to the federal government. We estimate, 
however, that there is a gap between the negotiated cost base and the 
actual cost, ranging from $100 million to $150 million. We are concerned 
that these actual cost figures are not clearly disclosed to Parliament. 
Furthermore, we believe that, when the contract is reviewed in five years, 
the federal government should attempt to negotiate from a cost base that 
includes all actual cost elements. 
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AE LT ILE EI RE 
Royal Canadian Mounted Police 


Human Resource Management 


23.1 The management of human resources is the single most 
important factor in determining overall RCMP effectiveness. 
Knowledgeable, skilled and motivated individuals of high integrity are 
essential to effectively serving the Canadian public. These resources 
account for approximately 80 percent of the RCMP’s $1.8 billion 
operating budget. 


23.2 The RCMP operates in an evolving environment that 
increasingly demands re-examination of the way it conducts its 
operations and provides its services. The Force has recognized the need 
for change and has undertaken a series of major initiatives. A critical 
component of these initiatives has been the fundamental renewal of its 
human resource management systems and practices. Projects are under 
way in such key areas as recruitment, training, career management and 
member health. 


23.3. During our audit we identified a number of areas for 
improvement: human resource planning, recruit selection, recruit 
training, refresher training and member career management. As stated 
above, the RCMP was in the process of addressing many of these areas. 
Given these initiatives and the importance of their success, we will be 
monitoring the Force’s progress in these areas. 
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Emergency Preparedness in the 
Federal Government 


24.1 We reviewed emergency preparedness in the federal government. 
We initially reported to Parliament on this area in 1987, and in 1990 the 
Standing Committee on Public Accounts requested us to review progress to 
date. 


24.2 In general, long-standing problems in federal emergency planning 
are not being addressed within a reasonable time frame. For example: 


@ Five years after we raised the issue, the general part (Part I) of the 
National Earthquake Support Plan (NESP), which provides a framework 
for further planning, is nearing completion. However, Part II of the 
NESP — departmental emergency support function plans — is still 
being worked on. 


@ = The Department of the Environment informed Cabinet in June 1991 that 
although a few of the recommendations of the 1986 Bhopal Aftermath 
Report have been implemented — for example, the establishment of the 
Major Industrial Accidents Council of Canada (MIACC) — there has 
been no follow-up action on most of the other important recommenda- 
tions. 


@ A 1986 review of the Chernobyl experience recommended major 
improvements to the federal government’s nuclear emergency response 
plan. Most of these have not been implemented or are in the early stages 
of development. Revision of the plan should be a priority. 


@ Mandates for departmental lead roles in emergency planning still need 
clarification and interdepartmental co-ordination still needs improve- 
ment. 


24.3. We are concerned that the delays in developing co-ordinated plans 
for major emergencies will reduce the speed of the emergency response, 
which is a critical factor in saving lives and protecting property. 


24.4 ‘In our opinion, the delays are the result of several factors, including 
interdepartmental jurisdictional disputes, allocation of resources to other 
priorities, the complexity of co-ordinating plans with the provinces, and a 
lack of a sense of urgency, perhaps due to the absence of a recent major 
disaster in Canada. 


24.5 The information provided to Parliament on the status of emergency 
preparedness on a government-wide basis is inadequate. The 
government’s budget proposals calling for the ending of the requirement 
for annual departmental reports could almost eliminate disclosure of this 
information to Parliament unless an alternative method is used. 
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This booklet gives only the very abbreviated main points from each of this year's audits. 


If you wish to obtain a copy of the complete 1992 Report of the Auditor General of Canada, 
please fill in form and mail to: 


Office of the Auditor General of Canada 
240 Sparks Street, Stop 11-13 

Ottawa, Ontario 
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Preface 


This booklet of main points from the annual Report is one element of our 
continuing effort to communicate clearly the results of our work. 


The value in our auditing depends on getting our message across: to 
Members of Parliament, to the government, and to the taxpayers of Canada 
who provide the dollars the government spends. 


The Auditor General’s annual Report contains more than 700 pages of 
detailed information. Despite our best efforts, I recognize that its size 
alone limits its accessibility. This is why, for the sixth year, we have 
published this booklet with the main points from each chapter. 


The contents of this booklet are very abbreviated. When readers identify 
matters of particular interest, I urge them to go to the Report for the 
complete message. 


This booklet has been well received in the past. I hope it continues to be a 
useful and convenient tool. 


L. Denis Desautels, FCA 
Auditor General of Canada 
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Matters of Special Importance and 
Interest 


1.1 Chapter 1 focusses on some intractable issues that, if addressed, 
could help Parliament respond to the challenge of balancing citizens’ 
expectations with reduced fiscal manoeuvrability. Most of these 
long-standing issues have been well studied and solutions have been 
proposed. It is time to overcome the resistance in the political and 
bureaucratic culture to their implementation. 


1.2 Opening up the budget process. Very few government documents 
have the potential to affect the lives of Canadians more profoundly than the 
budget. There is a compelling need to reconcile the convention of budget 
secrecy with open consultation and debate, to allow parliamentary input 
before final decisions are made. 


13 Information for Parliament. Most of the time Parliament is not 
provided with adequate information on the results that departments and 
Crown corporations have achieved with billions of dollars of taxpayers’ 
money. 


1.4 Information to support ministerial decision making. Ministers, 
deputy ministers and senior managers often are not getting the financial 
and performance information they need for strategic and operational 
management. To address this situation, strong comptrollership within the 
government is not just something that would be nice to have, it is 
something that the government must have and that Canadians have a right 
to expect. 


1.5 Program evaluation. The government will need to ensure that it 
has in place the requisite analytical capacity to deal with the tough 
questions on the effectiveness of government programs. The problem is 
that, based on the Office’s government-wide findings, I am forced to report 
that the present evaluation regime is not working as intended to answer 
these questions. 


1.6 Interdepartmental co-operation. An important challenge for 
government in the twenty-first century is the effective delivery of services 
that involve several departments. This could be improved by ensuring that 
lead departments bring forward clear accountability information on the 
achievements of all departments involved. 


1.7 Administrative reform. Lessons learned from studying reform 
initiatives in other jurisdictions stress the need for a coherent approach. In 
Canada, there is a need to revitalize Public Service 2000 and put this 
important reform initiative in the broader context of any other initiative, 
such as plans to contain the deficit and to restructure and redefine the role 
of government in society. 
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Follow-up of Recommendations in 
Previous Reports 


2.1 Departments continue to make progress in correcting deficiencies, 
but progress is slow in some areas. Some issues have been outstanding for 
many years. 


2.2 Innovation within the Parliamentary Control Framework — 
Action has been taken to address our concerns about quota monitoring and 
clarification has been sought on the test fishing matter. The clarification did 
not fully address our concern. Treasury Board should review the guidance 
it has provided on non-monetary transactions, to ensure that test fishing is 
brought into the parliamentary control framework. In addition, authority to 
carry out test fishing that includes giving access to fish in payment as well 
as for scientific purposes is still not resolved. 


2.3 Debt Management and Employee Pensions — The Department of 
Finance and the Treasury Board Secretariat have improved information for 
Parliament on pension accounts, and Finance has completed a study of the 
implications of the present pension arrangements for its debt management. 
However, progress has been slow in the main areas of our concern — the 
long—term implications of alternative financing arrangements for the federal 
employee pension plans, and fiduciary responsibility. 


2.4 Financial Management and Control of Non-tax Revenue — 
Non-tax revenue management continues to improve and is achieving 
tangible results. However, we still have some concerns about the financial 
management and control of this revenue. 


2.5 Department of Indian Affairs and Northern Development — The 
Department has made some progress in addressing our observations and 
recommendations on specific claims and on Indian Oil and Gas Canada. A 
timely resolution is necessary for the long-standing issues of strengthening 
the accountability framework for funds paid to native organizations and 
resolving the on—-reserve housing shortage. 
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Other Audit Observations 


3.1 The Auditor General Act requires the Auditor General to include in 
his annual Report matters of significance that, in his opinion, should be 
brought to the attention of the House of Commons. 


3.2 The “Other Audit Observations” chapter fulfils a special role in the 
annual Report. Other chapters normally describe the findings of the 
comprehensive audits we perform in particular departments; or they report 
on audits and studies of issues that relate to operations of the government 
as a whole. This chapter is used to report individual matters that have 
come to our attention during our financial and compliance audits of the 
Public Accounts of Canada, Crown corporations and other entities. It is 
also used to report some specific matters that have come to our attention 
during our comprehensive audits. 


5 8] The chapter contains a wide range of observations. One concerns 
a reservation in the auditor’s report on a Crown corporation’s financial 
statements for the year ended 31 March 1993. The others concern 
departmental expenditures and tax revenues. The issues addressed 
generally concern failure to comply with authorities, poor cash 
management practices, inadequate control over revenue, and the 
expenditure of money without due regard to economy. “ 


3.4 Although the individual audit observations report matters of 
significance, they should not be used as a basis for drawing wider 
conclusions about matters we did not examine. 
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Crown Corporations 


Accountability for Performance 


4.1 Crown corporations are important mechanisms of public policy and 
largely remain dependent on parliamentary appropriations. As such, they 
must be fully accountable to Parliament. Because they are under increasing 
pressure to be more financially self-sufficient, many are re-examining their 
essential products or services and the methods of providing them. 


4.2 The board of directors oversees the management of the affairs of the 
corporation and is an important link in the chain of accountability. The 
board is responsible for making major decisions, for monitoring and _ 
evaluating performance, and for ensuring that the corporation establishes 
clear, measurable objectives and reports adequately on results. Because of 
the importance of their role, board members must fully understand their 
responsibilities. A competent board requires qualified individuals whose 
timely appointments should be planned through consultation with the board. 
In addition, a board membership profile should be developed for each 
corporation. — 


4.3 Parliament needs to receive a timely flow of useful information that 
shows how well corporations are achieving their objectives. Annual reports 
are the appropriate vehicle for conveying this information. | 


4.4 Most annual reports do not explicitly state performance information 
on all approved objectives. Though we noticed considerable improvements 
in the reporting of performance (with 65 percent of corporations now 
providing some disclosure of information on objectives), 60 percent of those 
reporting do not report on all objectives. Furthermore, in those corporations 
that do report some information, performance reporting still requires 
improvement. 


4.5 Accounting practices used by some Crown corporations vary. As a ° 
result, parliamentary appropriations are presented in financial statements in a 
manner that may lead to inappropriate comparisons and conclusions. This 
concern has been raised in the past, but the issue has not yet been resolved. 
Consequently, we intend, in co-operation with the Crown Corporations 
Directorate of the Department of Finance and Treasury Board Secretariat, to 
work with the affected Crown corporations to determine how best to disclose 
parliamentary appropriations in their financial statements. 


4.6 We are establishing a Crown Corporation Annual Report Award to 
recognize those federal Crown corporations whose annual reports best serve 
as accountability documents. 
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Information for Parliament 
Understanding Deficits and Debt 


5.1 Persistent deficits and growing debt have been part of the 
government’s financial condition for two decades. Hard choices lie ahead. 
We hope this chapter will help to explain why. 


5.2 Canadians need a better understanding of what deficits and debt 
mean. Part of this learning process includes understanding the elements 
that make up the federal deficit and debt. We also explain some of the 
practical difficulties of deficit reduction plans — both those that scale back 
expenditures and those that increase revenues. 


3.0 In the chapter, we suggest five simple indicators of financial 
condition and call on the government to report them in a consistent manner 
from one year to the next. The idea is to help Canadians gain an 
appreciation of the problem rather than point them toward specific 
solutions. 


5.4 But looking at where we’ ve been is not enough; it is also necessary 
to see where we’re going. For this reason, we propose that three of the 
simple indicators of financial condition plus a new one, the cost of missing 
deficit targets, be used as future—oriented indicators. We encourage the 
government to report this information. And we explain how positive 
short- to medium-term trends can mask negative long-term problems. 


St We conclude by suggesting that governments do not create deficits 
and debt in isolation from demands by the Canadian people. We point out 
that Canadians must feel part of any solution to the government’s financial 
woes, and we discuss recent proposals to make the budget process more 


open. 
5.6 In summary, the more informed Canadians become about the 
implications of deficits and debt, the easier it will be for the government to 


make the difficult decisions that lie ahead and the easier it will be for the 
public to accept those decisions. 
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Canada’s Public Service Reform, and 
Lessons Learned from Selected 
Jurisdictions 


6.1 In December 1989, the government announced a public service 
“renewal” initiative known as Public Service 2000 (PS 2000). It aims to 
streamline internal administrative regimes and to bring about a change in 
organizational culture to better serve Canadians. Our study was carried 
out to provide Parliament with information about the progress of this 
major initiative, and its relevance and significance in the current context. 
We also examined PS 2000 in light of reforms in “selected jurisdictions” 
— Australia, New Zealand, and the United Kingdom. 


6.2 Three of the most important common factors underlying reforms in 
Canada and the selected jurisdictions are: 


e changing economic circumstances; 
e increasing and shifting public expectations of government, and 
e the need to modemize public service management. 


The reforms in these countries have much in common; for example, an 
increased focus on results and accountability. 


6.3 PS 2000 has made important progress, particularly in terms of 
legislative and systemic change. However, we detected serious concerns 
related, in particular, to how it has been implemented, and noted an 
atmosphere of scepticism and cynicism surrounding the initiative. 


6.4 Several insights have emerged from our study that may have — 
important implications for current and future Canadian public service 
reforms: 


e tobe successful, public service reform initiatives need to be integrated 
with government’s broader policy and budgetary agenda, 


e amore strategic approach is required; reforms must proceed from a 
vision developed through a realistic re-examination and 
determination of what is affordable, and of the future role of the public 
service; 


e promoting value for money and performance requires a sharper focus 
on the outputs and outcomes of public programs and their costs; 
delegation of authority must be accompanied by a proportional 
enhancement of accountability; 


e the restructuring initiative announced in the summer of 1993 adds 
urgency to the need to follow through on the principles of renewal; 
and . 


e sustaining renewal must be a priority; political leadership and 
support — actions that demonstrate commitment — are critical to 
successful reform. 
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LLL 
Internal Audit 


7.1 Our study of the best internal auditing practices in 

40 organizations outside the Canadian government clearly indicated that, 
particularly in times of restraint, internal audit can contribute greatly to 
improving management practices. 


7.2 Three major stakeholders — the Comptroller General, senior 
management and internal audit — have key roles in ensuring that internal 
audit operates effectively. 


£PS) Thirty years of effort to establish effective internal auditing have 
not resulted in a uniformly high standard of internal audit throughout the 
government. All the major stakeholders — central agencies, departmental 
management and departmental internal audit units — need to change their 
views on internal audit and to look for more innovative and effective ways 
of using the resources associated with it before the full benefits of internal 
auditing can be realized. 


7.4 Changes in management culture resulting from efforts to reform 
the public service, and rapid changes in computer technology, are creating 
major challenges for internal audit in the 1990s. 


7S Good people are critical to the success of any internal audit 
organization. Major changes in the practices for staffing internal audit are 
needed if people with top potential are to be attracted to work in internal 
auditing. 
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Program Evaluation in the Federal 
Government 


The Case for Program Evaluation 


8.1 The results from program evaluation provide an important measure 
of the value obtained from government programs and expenditures. The 
Government of Canada has formally required the evaluation of the 
effectiveness of its programs and policies for the past 16 years. By 1983 
the system was in place. Development of the function over the past ten 
years has fallen short of expectations set for it, at a time when information 
on the effectiveness of government activities could prove to be particularly 
useful. 


8.2 The function’s potential to provide reliable analytic information 
has been recognized by many managers in government, and by Cabinet 
and Parliament. Evaluation of program results not only can provide 
information to improve management but also should provide essential 
accountability information within the public service and outside, to 
Parliament and the public. 


8.3 Program evaluation was expected to meet needs for information: 
to support decision making about resource allocation; to help Canadians 
determine the value obtained with their tax dollars; and to enable public 
servants to take responsibility for results rather than process. Such 
information is urgently needed if decisions to deal with ineffective 
program expenditures are going to be made. 


8.4 Our audit found that the story of program evaluation in the 
Government of Canada is one of high expectations and great potential that 
have been only partly fulfilled. 


8.5 The system’s results are often disappointing. Program evaluations 
frequently are not timely or relevant. Many large—expenditure programs 
have not been evaluated under the policy. Despite policy requirements for 
evaluating all regulatory measures, half have been evaluated, although 
other reviews have taken place in many departments. 


8.6 The development of program evaluation over the last ten years has 
been primarily in departments’ evaluation units. More progress is required 
in developing program evaluation systems that respond effectively to the 
interest in effectiveness information shown by Cabinet, Parliament and the 
public. 
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Program Evaluation in Departments 


The Operation of Program Evaluation 
Units 


9.1 In 1991-92, only $28.5 million was spent on program evaluation 
across all federal government departments. Yet program evaluation is 
charged with considering for evaluation all the programs and activities of 
government. It evaluated about one quarter of government expenditures 
from 1985-86 to 1991-92, far short of original expectations that all 
programs would be evaluated over five years. Regulatory programs were 
all to be evaluated over seven years, but about 53 percent actually were. 
The program evaluation capability established by the federal government 
in the early 1980s is still in place, but its strength is declining. Fewer 
resources tend to produce fewer studies. 


9.2 Program evaluation is located in departments and is the 
responsibility of the deputy heads. Priority has been given to meeting the 
needs of departmental managers. As a result, evaluations examine 
smaller program units or lower—budget activities and focus on operational 
performance. They are less likely to challenge the existence of a program 
or to evaluate its cost—-effectiveness. 


pf) The government’s use of program evaluation studies often is 
difficult to demonstrate. Although the savings from program evaluation 
have been small overall, a few individual studies have led to significant 
savings. However, deputy heads seldom have used evaluation to carry 
out studies that could lead to significant savings. 


9.4 Management of individual units in a number of departments 
should be improved and be better integrated into the management of the 
department. Some units demonstrate good practices. These units are 
integrated into the management of their departments and support the 
operational interests of deputy heads. 
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LN 
Program Evaluation 

The Program Evaluation System 
Making It Work 


10.1 Program evaluation is at a crucial stage. Although there are 
examples of success, it has not developed fully into an effective 
government-wide system. Strong leadership and greater effort are 
needed to improve the quality and relevance of evaluations, to meet 
information requirements outside of departments and to change the 
management culture toward insisting on the availability and use of 
broad-based effectiveness information. 


10.2. The essential components of a program evaluation system are in 
place. But improvements need to be made in the coverage, relevance and 
reliability of program evaluations. 


10.3 For the evaluation system to work effectively, key evaluations 
carried out by evaluation groups in their own departments need formal 
outside review and assessment, to ensure objectivity. 


10.4 The relevance and timeliness of evaluations are enhanced if they 
are linked into the major decisions and initiatives of government related 
to resource allocation, program and policy reviews and accountability 
reporting. These links need to be strengthened. 


10.5 Improvement is needed in monitoring and quality assurance by 
the Comptroller General. Improvement is also needed in the information 
provided to parliamentarians on the results of evaluations. 


10.6 Although the program evaluation system has not responded well 
to the general requirements, evaluation units have responded to 
departmental needs and to specific requests by the Public Accounts 
Committee. Evaluation managers have also taken corrective action in 
response to specific audit recommendations. 


10.7 __ If the present approach cannot be made to work through reform, 
Parliament may wish to consider more radical solutions to obtaining . 
timely, relevant and reliable effectiveness information. 
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Canadian Aboriginal Economic 
Development Strategy 


11.1. The Canadian Aboriginal Economic Development Strategy 
(CAED Strategy) was initiated by the Government of Canada in 1989 to 
address the economic disparities between aboriginal peoples and other 
Canadians. The overall objective of the CAED Strategy is to help the 
aboriginal peoples achieve economic self-reliance. It replaces and seeks 
to improve on previous aboriginal economic development programs. 


11.2 The departments of Indian Affairs and Northern Development, 
Employment and Immigration, and Industry, Science and Technology 
were given the responsibility to implement this initiative, at an estimated 
cost of approximately $1 billion for the first five years of its operation. 
Certain other federal departments have a role to play, although they are 
not directly accountable for the Strategy. 


11.3. Visible leadership for implementing the Strategy as a whole needs 
to be better established. For example, leadership to manage the 
development of strategic partnerships across participating federal 
departments, and with private and aboriginal stakeholders, could be 
strengthened through the development and application of a 
comprehensive implementation plan. 


11.4 The three departments responsible for implementing the CAED 
Strategy could not demonstrate that the variety of funding methods and 
amounts provided under the Strategy were appropriate in the 
circumstances. In addition, despite some positive examples of aboriginal 
economic development, they could not demonstrate that, after spending at 
least $900 million from the beginning of its implementation in 1989 to 
early 1993, they were meeting the Strategy’s objectives. 


11.5 The lack of appropriate performance and evaluation information 
impedes the necessary accountability within the aboriginal communities 
and between the government and Parliament. 


11.6 Aboriginal community economic development organizations, 
local aboriginal management boards, and aboriginal capital corporations 
were established as intended opportunities to increase aboriginal 
participation toward economic self-reliance. In our view, they have a 
responsibility to co—operate with each other by sharing economic 
development information, such as potential business opportunities, and to 
co-ordinate their efforts in areas such as job training. 
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Canadian International Development 
Agency 


Bilateral Economic and Social 
Development Programs 


12.1 Official Development Assistance is a significant aspect of 
Canada’s foreign policy. For 25 years CIDA has been the main conduit 
for delivering development assistance. Annual expenditures for bilateral 
economic and social development assistance exceed one billion dollars. 


12.2. We conducted this audit taking into account the increasing 
international awareness that continued investment in development projects 
that are not likely to be sustained beyond donors’ financial assistance 
represents a questionable use of scarce resources. 


12.3 In its ability to meet development needs of the nineties, the 
Agency has been losing ground. Current performance has not maximized 
the use of resources and has not led sufficiently to self—reliant 
development. There is considerable scope to improve CIDA’s 
performance in promoting enduring benefits from its investments. 


12.4 CIDA’s bilateral programs need to concentrate more on those 
countries and activities where there is the greatest potential. 


12.5 _ Lessons learned from 25 years’ experience show a need to resolve 
conflicts among multiple objectives and to establish a more 
results—oriented, focussed, businesslike and accountable style of 
operation. They also call for dedication to the basic objectives — such as 
fighting poverty and helping people help themselves — that Canada has 
affirmed repeatedly over many years. 


12.6 None of these changes will be easy to make, since they will 
require a change in mindset, skills and culture, and strong ministerial 
support. Their successful implementation will depend on the will to 
reform, not only among management and staff of the Agency but also 
among those who act as its development partners, in Canada and in the 
developing countries where CIDA operates. 
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SAS SSL EE LG 
Department of Agriculture 


Agri-Food Policy Review 


13.1 The Agri-Food Policy Review left the Department of Agriculture 
with a formidable agenda of policy changes that it and its partners are now 
in the process of translating into action. Expectations arising from the 
review were high; but there are many stakeholders and, often, these 
stakeholders have divergent views on the complex issues involved. 


13.2 Although the Department has been active and much of the early 
work has been accomplished in response to the Agri-Food Policy Review, 
in many areas the changes have been to departmental infrastructure; for 
example, the Agri-Food Competitiveness Division was created and 
studies such as the continued development of a competitiveness 
framework were undertaken. Consequently, change is not always visible 
to external observers. 


13.3. The Department believes that the successful implementation of the 
Agri-Food Policy Review depends in part on a series of changes in 
culture affecting the relationships and expectations of all of the partners in 
the agri-food sector. There is an important dimension to this change in 
culture that must occur in the Department, as well. This will be 
particularly important in developing a working partnership as the 
Department balances priorities and demands among its economic, social, 
regional and environmental responsibilities. 


13.4 Because the effects of change are not yet appropriately measured 
in many of the action areas of the Agri-Food Policy Review, such as 
environmental sustainability, it is difficult for managers to know the 
effects of their actions, and hence to manage the change. 


13.5 There is now a need for the Department to define common 
concepts and terms for the key areas of policy change, for example 
“value-added”, “market-oriented versus production—-oriented” and 
“marketing strategy”. This will affect how the Department communicates 
with its partners, and its reporting and accountability to Parliament. 


13.6 There is a clear expectation that the Department will process and 
disseminate market information/intelligence that is useful to government 
and industry, and do so in a manner that ensures a cost-effective use of 
public funds. Data will need to be analyzed and the results disseminated 
to interested parties without risk of gaps and duplication. Ensuring that it 
has the right data, as well as good analytical and dissemination 
capabilities, is a key challenge facing the Department. 
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Department of the Environment 


The Control and Clean-up of Freshwater 
Pollution 


14.1. The federal government is implementing action plans to improve 
water quality in several areas, including the Great Lakes, the St. Lawrence 
and Fraser rivers and along the Atlantic Coast. The audit of the St. 
Lawrence and Fraser River action plans indicates that they are producing 
some positive results, while providing lessons to be learned and applied in 
future programs. 


14.2 In view of the many interested parties involved in water 
management and use, the successful delivery of individual action plans 
depends on partnerships between governments, and among governments, 
industry and other stakeholders. 


14.3 The Department of the Environment should be providing strong 
leadership, through the Interdepartinental Committee on Water, for the 
effective co—ordination and implementation of the action plan process. 


14.4 While the St. Lawrence and Fraser River action plans are being 
managed satisfactorily at the regional level, there is a need for long-term 
strategic planning at the national level to achieve desired water quality 
objectives. This would involve the development of a federal framework 
of water quality objectives for major individual ecosystems, based on user 
needs, that can help to ensure the best allocation of limited resources. The 
present Canadian Water Quality Guidelines provide the scientific basis for 
such objectives. 


14.5 Action plans should be subject to timely and comprehensive 
program evaluation to determine the degree of success in achieving 
objectives and in efficient use of resources. 


14.6 Parliament and the public need information to help them 
determine the extent of progress of clean-up activities and assess the use 
of resources to achieve improvements in water quality. 
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SPA 
Department of Fisheries and Oceans 


Northern Cod Adjustment and Recovery 
Program 


15.1 On 2 July 1992, the government announced a moratorium.on 
fishing cod in the Northern cod zone of the North Atlantic. The 
Department estimated that over 25,000 people would be affected by the 
moratorium and that 19,000 would require income assistance. To meet this 
need, the government established the Northern Cod Adjustment and 
Recovery Program to provide immediate income relief to the fishermen, 
plant workers, and trawlermen affected, and to prepare for a much reduced 
fishery in the future. 


15.2 Although it was faced with a difficult policy challenge in a new 
field, the Department met the government’s objectives in terms of getting 
the new program in place and getting the cheques out in a timely fashion, 
and has been able to continue doing so. The program was rushed, as the 
Department had not considered the potential effects of a stock decline of 
this magnitude. As a result, compromises in program design were made 
that would have significant effects later. 


15.3. The Department cites as its authority for this program the Atlantic 
Fisheries Restructuring Act that was passed in the mid-—eighties to permit 
the government to implement certain recommendations of the Task Force 
on Atlantic Fisheries (the Kirby Commission). In our opinion, this Act 
does not provide a clear authority for the program, and hence, the 
Department is operating a $587 million program without a clear legislative 
authority. 


15.4 Although the program was intended to benefit only those who 
fished or processed Northern cod and who were affected by the 
moratorium, the design compromises made in the interest of initial 
responsiveness meant that many who were not affected by the moratorium 
or did not fish Northern cod become eligible for the program under the 
established terms and conditions. We found a number of examples of this. 
However, because of the lack of information in departmental files, we and 
the Department were unable to quantify the extent of these problems. The 
Department is working to identify further instances of this type and to deal 
with them. 


15.5 Another area compromised in the initial drive for responsiveness 
was the financial management and control of the program. In February 
1993 a review team identified a list of significant weaknesses covering 
most important areas of financial management and control, and made some 
68 recommendations to remedy them. The Department’s figures indicate 
that 54 of these recommendations are, in its view, fully implemented. 


15.6 An important objective of the program is to achieve a significant 
and permanent reduction in both the fishing and processing capacity in the 
Northern cod fishery by the end of the moratorium. To this end, the 
program has offered options including training, licence retirement and 
early retirement to assist those who wish to leave the fishery. These will be 
complemented by significantly higher standards for re-entry to the fishery 
at the end of the moratorium. Although it is early in the program, data on 
the choices being made by program recipients indicate that exits from the 
fishery are occurring at a lower rate than anticipated by the Department. 
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Department of Forestry 


16.1. While forest management on provincial lands is the responsibility of 
provincial governments, the federal government can also affect forest 
management through its responsibility for, among other things, trade, scientific 
research, the environment, and federal lands. Some of the federal responsibilities 
are carried out, at least in part, by the Department of Forestry. The objective of 
our audit was to determine whether the Department can be reasonably confident 
that it is successfully carrying out its mission to promote the sustainable 
development and competitiveness of the forest sector. 


16.2 In general, we found that the Department has successfully influenced 
forest stewardship nationally and internationally. However, the Department has 
not sufficiently clarified the objectives of its research programs and its forest 
sector development activities so that its success in promoting sustainable 
development and competitiveness can be assessed. As a result, it is not 
sufficiently clear what the Department is accountable for achieving through these 
programs and activities. Accordingly, we have concluded that, during the period 
covered by our audit, the Department could be reasonably confident that certain 
programs and activities successfully promoted sustainable development and 
competitiveness, but it could not be reasonably confident that others did. 


16.3. Specifically, we found that the Department positively influenced forest 
stewardship at the national level by assisting forest sector stakeholders in 
establishing a framework for the sustainable development of forest resources — 
the Canada Forest Accord and the National Forest Strategy. It helped focus 
international attention on the wise use of global forest resources and the need for 
a multilateral convention on forestry practices. In addition, the establishment of 
the Model Forest Network by the Department has already served an important 
purpose by providing a mechanism whereby various forest sector stakeholders 
can work together in managing forest resources. 


16.4 The Department has not yet completed its assessment of the role of its 
research activities in support of sustainable development by identifying the most 
appropriate research issues for it to address. In this context, the Department has 
not articulated clear research goals and priorities. A new strategic plan for its 
research program, explaining how the Department will promote sustainable 
development through research, is urgently needed. 


16.5 For its forest sector development activities, the Department has 
re—oriented the general aim of its individual development agreements with 
provinces and territories to support sustainable development. However, the 
Department: 


e explains that, historically, it has not been responsible for the allocation of 
forest sector development funds among agreements and that other priorities, 
such as regional development, took precedence over sustainable development 
and competitiveness in these decisions; 


e did not conduct a rigorous analysis of the sustainable development and 
competitiveness needs within provinces as a basis for the allocation of funds 
among the specific programs the agreements support; and 


e did not ensure that clear objectives were set for these agreements. 


16.6 Finally, the Department needs to improve the performance information it 
provides to Parliament on the success of its research and its forest sector 
development activities. 
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TLD FE LED 
Department of Justice 
Legal Advisory and Litigation Services 


17.1 The legal services that government requires are extensive and important. 
The Department of Justice provides those services to the federal government. In 
doing so, it develops and implements policy, drafts laws, provides legal advice and 
represents the government in court. 


17.2 Our audit focussed on legal advisory and litigation services. These services 
are important to Canadians, to Parliament and to the government inasmuch as they: 


e affect individual rights and freedoms; 
e help ensure that public affairs are administered in accordance with the law; 


e inform government departments and agencies of the legal implications of policy 
and program decisions; 


e defend the government against claims and help recover moneys owing to it; and 
e help prevent disputes or help resolve them if they occur. 


Ultimately, they help maintain the government’s ability to govern. 


17.3. Despite increased resources allocated to the Department in recent years, 
client demands are starting to exceed the Department’s ability to respond to them 
fully and effectively. As a result, unless there are significant changes in the way the 
Department manages its activities, we believe its capacity to do what Parliament has 
mandated it to do — to protect and promote the legal interests of the Crown — will 
be undermined. 


17.4 At the time of our audit, the Department did not have a corporate plan. In 
order to plan and to undertake other essential management functions, the 
Department will need to develop systems to collect basic information about 
workload, costs and performance. 


17.5 Client departments and agencies pay for, or provide, about 30 percent of the 
total resources used by the Department to deliver litigation and legal services. This 
arrangement undermines responsibility and accountability, and reduces the 

Department’s incentive to use the most cost-effective means of delivering services. 


17.6 The government spends more than $40 million a year on Crown agents — 
private sector lawyers working under contract to help do the Department’s work. 
Mechanisms in place to appoint agents and oversee their work should be improved 
to ensure the protection of the Crown’s interests. 


17.7 The Department recognizes information technology’s potential to help deal 
with the challenges it faces. Ambitious plans foresee the investment of $78 million 
over an eight-year period to 1996-97. The Department will need to get key things 
right in managing this investment if the opportunities are to be realized. 


17.8 Parliament receives little information on workload or performance, and only 
partial information on the cost of delivering litigation and legal advisory services. 
Because information is provided to Parliament on a departmental basis, and not on 
iN activity basis that cuts across departments and agencies, the Department’s Part 

‘Il of the Estimates does not report all resources used to deliver these activities. 
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Department of National Health and 
Welfare 


Programs for Seniors 


18.1. Seniors are one of the fastest-growing population segments in 
Canada. Expenditures for seniors programs administered by the 
Department of National Health and Welfare were $30 billion in 1992-93. 
Benefits paid under the Old Age Security, Guaranteed Income Supplement 
and Canada Pension Plan programs accounted for 99 percent of the total. 


18.2. Within the Department, the development of seniors policy and 
programs is unco—ordinated and fragmented; some duplication and 
overlap result. The Department plans to develop a federal policy on aging 
by 1995, in part to encourage departments and agencies to act 
collaboratively. 


18.3 Service standards for seniors programs have yet to be developed in 
accordance with government policy. The Estimates Part III and annual 
reports are not fulfilling their role as accountability documents for these 
programs. Commitments to the Public Accounts Committee concerning 
tabling of statutory annual reports for the pension programs were not met. 


18.4. The Old Age Security and Canada Pension Plan programs have 
been successful in partially replacing income lost on retirement and have 
contributed in large part to the reduction of poverty among seniors. The 
cost of these pension programs will increase rapidly in step with the aging 
of the Canadian population. More and better information on the 
operations of these programs, including their future costs, is necessary for 
informed consideration of their effectiveness and affordability. 


18.5 We observed significant deficiencies in the management of the 
Canada Pension Plan program. Overpayments in the Canada Pension Plan 
and Old Age Security programs range from $120 million to $220 million 
each year. Existing systems and procedures are inadequate to identify, 
control and collect these overpayments. 


18.6 The quality and level of service for Canada Pension Plan disability 
appeals and pensions telephone service is unacceptable to both 
departmental managers and the public. A major project to improve the 
administration and delivery of the pension programs by 1997 is well under 
way. It is too soon to know if the deficiencies we identified will be 
addressed and rectified. 


18.7 The $200 million Seniors Strategy was established in 1988 without 
a needs assessment and with little planning for implementation. 
Accountability for the results of the Strategy was not specified, and the 
overall effectiveness of this initiative is unknown. The Strategy was 
renewed in 1993 without reliable, complete and timely information on the 
results of the first five years of spending. 


18.8 | The Department ensures that agreements are properly established 
for projects funded under New Horizons and the Seniors Independence 
Program and that program recipients comply with the terms and 
conditions of the arrangements. The administration costs associated with 
these programs, however, are high. 
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Department of National Health and 
Welfare 


Non-Insured Health Benefits 


19.1 In 1992-93, Canada’s status Indians and Inuit received 
non-insured health benefits totalling $422 million. These benefits are 
administered by the Medical Services Branch of the Department of 
National Health and Welfare. 


19.2 The non-insured health benefits program is not recognized in any 
legislation. The lack of clarity in the authority and mandate for the 
provision of these benefits detracts from the efficient and cost-effective 
delivery of the program. 


19.3 The Department of National Health and Welfare is administering 
this program without agreement on its exact nature, without complete 
information on its costs, and without an effective management control 
framework. In the absence of specific direction from the government, the 
Department established national Program Directives setting out the terms 
and conditions for the provision of non—insured health benefits. 


19.4 The cost of the program in 1992-93 would have been reduced by 
$85 million, or 20 percent of the total, if the benefits had been provided in 
accordance with the national Program Directives and principles. 


19.5 The Estimates Part III is the only public record of information on 
the non-insured health benefits program. Information presented in the 
Estimates continues to fall far short of reasonable and adequate disclosure. 
This reporting practice, along with management inadequacies, resulted in 
insufficient accountability for program results. 
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LL La A 
Department of National Revenue 


ADVANCE INCOME TAX RULINGS 


20.1 The Department of National Revenue provides an advance income 
tax rulings service to facilitate voluntary compliance with the Jncome Tax 
Act, uniformity of application and self—assessment by taxpayers. 


20.2 Advance income tax rulings provide certainty to a taxpayer by 
guaranteeing the income tax effect of specific transactions contemplated 
by the taxpayer. They involve some of the most complex tax issues, and 
their tax revenue implications can be significant. 


20.3. The processing of requests for advance rulings requires expert 
analysis of tax law and policy. At times, it also requires clarification of tax 
policy intent from the Department of Finance. 


20.4 One of the main outcomes of the ruling process is the clarification 
or development of National Revenue’s interpretation of the law. These 
interpretations are critical to facilitate compliance with the Act. In that 
sense, the ruling process generates information that may be of interest to 
other taxpayers. 


20.5 The Department publishes selected advance income tax rulings 
that it considers to be of particular interest to taxpayers. However, since 
1985, it has published only 58 advance rulings out of an estimated 4300 
issued. Recent rulings have been published with a delay of about two 
years. 


20.6 Making more advance income tax rulings available would increase 
certainty among taxpayers and improve the transparency of the tax 
system. Consequently, equity among taxpayers would be enhanced and 
compliance with the Income Tax Act facilitated. 


GOODS AND SERVICES TAX RULINGS AND 
INTERPRETATIONS 


20.7 National Revenue also provides an advance rulings service for 
Goods and Services Tax (GST) registrants. The rulings service is 
decentralized among 34 district offices and involves about 400 
interpretation officers across the country. In the Province of Quebec, the 
issuance of GST rulings and interpretations has been the responsibility of 
the Quebec Ministry of Revenue since | July 1992. 


20.8 The legislation is new and was substantially modified in 1993. As 
a result, the Department has limited experience in interpreting and 
applying the GST. The fact that the system has not matured, as well as the 
decentralization of interpretation services, increase the risk of issuing 
inconsistent and inaccurate rulings and interpretations. 
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SAA TE 


Department of National Revenue 
(cont'd) 


20.9 —_ Inconsistent and inaccurate rulings and interpretations may create 
situations where registrants producing and selling similar goods or 
services are treated differently. Such unfair treatment could also affect the 
public’s perception of the GST and reduce its motivation to comply with 
the tax. 


20.10 To mitigate the risk of inconsistent and inaccurate rulings, 
National Revenue provides training for its interpretation officers and has 
developed an automated database to facilitate research before issuing GST 
rulings. It also established a formalized Quality Assurance Program in 
January 1993. 


20.11 Initial data from the new Quality Assurance Program reveal a 
global error rate of 15 percent in rulings and interpretations issued 

. between February and June 1993. About 6 percent were technically 
inaccurate and 9 percent were unclear or incomplete. This shows a need 
to enhance current training efforts, including the provision of additional 
training in legislative interpretation. 


20.12 Progress was made in implementing the sections of the 
Canada—Quebec GST agreement relative to rulings and interpretations. 
However, the Department has not yet received the results of the 
Province’s quality assurance activities and copies of interpretation and 
information letters issued by Quebec field offices. 


20.13 National Revenue makes available to the public the policy content 
of its rulings and interpretations. However, we believe there is a need to 
release more information on rulings and interpretations, in order to 
provide greater certainty and equity to all registrants who collect the GST 
on behalf of the government. 
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SLL LLU 
Department of National Revenue 


Electronic Filing of Individual Income Tax 
Returns 


21.1 In aneffort to enhance productivity and improve service to 
taxpayers, the Department of National Revenue instituted a program for 
electronic filing of personal income tax returns, which was launched 
nationwide this year. This program is known as EFILE. With EFILE, the 
Department has demonstrated a continued commitment to pursue and 
develop new, innovative tax administration technologies. 


21.2 Departmental statistics reveal good initial acceptance of the 
program. About 2.1 million taxpayers filed their 1992 returns using _ 
EFILE, surpassing by a considerable margin National Revenue’s own 
predictions. 


21.3 The Department tested the data capture and transmission systems 
on which EFILE is based through a phased—in implementation. This 
proved successful. 


21.4 EFILE is also paperless. Taxpayers using EFILE are not required 
to submit any supporting documentation unless the Department asks for it. 
The Department made this decision based on limited knowledge and 
assessment of the impact that such a move would have on voluntary 
compliance. The potential for revenue loss if taxpayers’ voluntary 
compliance deteriorates could be significant. The Department needs to 
expand and improve its efforts to monitor changes in voluntary 
compliance. 


21.5 New verification programs related to the introduction of EFILE are 
evolving. Most of the work of those programs takes place after refund 
cheques or initial assessments are issued. To mitigate the risks of revenue 
loss associated with paperless electronic returns, National Revenue should 
conduct its present document matching program earlier, at the time that 
tax returns are filed. 
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Department of Transport 


Airport Transfers 


22.1 The Aeronautics Act gives the Minister of Transport broad 
powers with respect to airports, but it does not require the Minister to 
Own or operate airports. The Department of Transport does not operate 
most of the licensed airports in Canada, although it used to operate all the 
major airports. In 1992, the international airports in Vancouver, Calgary, 
Edmonton and Montreal (Dorval and Mirabel) were leased to Local 
Airport Authorities. Departmentally operated airports in other cities may 
be leased or sold in the near future. The Department continues to be 
responsible for aviation matters, such as air navigation and air traffic 
control, for all airports, including those leased to Local Airport 
Authorities. 


22.2 The transfer of the airports shifts responsibility for airport 
operations and maintenance from the Department of Transport to Local 
Airport Authorities, relies on local involvement and accountability and 
fixes minimum capital expenditure amounts to be spent on these airports 
for the next 18 years. 


22.3 We noted in our 1990 and 1992 Reports that there was a shortfall 
between capital needs and funding from traditional sources. The lease 
agreements increase capital expenditure commitments over historical 
levels for the next 15 years by $326 million. The expectation is that over 
the long term these capital commitments would be funded from 
increased revenues. However, revenues are significantly lower than the 
original forecasts that were used as a basis for negotiating the leases. 
Future revenue increases will have to be significant to achieve the 
optimistic forecasts and avoid a permanent shortfall between revenue 
and net cash that would have been generated under departmental 
operations. This shortfall results from the increase in capital 
expenditures for the transferred airports. There is-also a risk of a 
permanent shortfall in lease revenue for future transfers if capital 
expenditure commitments exceed historical departmental budget levels. 


22.4 The capital projects that are undertaken at the transferred airports 
are no longer subject to approval by the Department or Treasury Board 
or to scrutiny by Parliament. The Department also no longer has the 
flexibility to defer capital expenditures at these airports as it has done in 
the past. 
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Merchandise Trade Statistics 


23.1 Merchandise trade is a key component of Canada’s current account. 
This information is used by governments in making economic policy 
decisions and international trade agreements. Merchandise trade data are 
also used at the detailed level by governments and business to make 
decisions on markets and products. 


23.2 Statistics Canada relies largely on administrative data collected by 
the Department of National Revenue (Customs) in compiling merchandise 
import trade data. Under a Memorandum of Understanding with the United 
States Bureau of the Census, data on merchandise imports are exchanged 
between Canada and the United States. This information is used to 
determine exports to each other. 


23.3. Satisfactory controls are in place for the collection of import 
documentation and the electronic transmittal of data from Customs to 
Statistics Canada, and from Canada to the United States. The usefulness of 
sending copies of import documents to Statistics Canada needs to be 
reviewed. 


23.4 Customs manual verification of commercial entries often is not 
performed and summary results are not reported to Statistics Canada. 
Deficiencies also exist in Statistics Canada verification and imputation 
procedures. The impact of these deficiencies on the overall quality of 
merchandise trade data has not been determined. 


23.5 Improvements in communications and co-ordination between 
Customs and Statistics Canada are needed to resolve current and emerging 
data quality issues. 


23.6 Difficulties exist in measuring illegal, non-commercial postal and 
casual imports, and in defining their relationship to merchandise trade data. 


23.7 Current Customs procedures do not ensure complete collection of 
export declarations, and there is ongoing under-reporting of merchandise 
exports to countries other than the United States. 


23.8 Recent Customs initiatives to streamline operations, and changing 
technology and patterns of trade, will require Customs and Statistics 
Canada to review their working relationship in the collection, verification 
and analysis of merchandise trade data to ensure an uninterrupted flow of 
high-quality data. 


23.9 Internationally, Canada is considered to have high-quality 
merchandise trade statistics but the maintenance of the system for 
collection and verification will require continuing vigilance and 
co—operation. 


23.10 The findings of the United States General Accounting Office review 
of United States merchandise trade data are consistent with those of our 
audit of Canadian trade statistics. 
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Disclosure of the Cost of Using the 
Administrative Flight Service 

(VIP Fleet) 


24.1 In 1989, we reported to the House of Commons on our attempt to 
audit ministers’ travel expenses, including the Administrative Flight 
Service (VIP Challenger Fleet) of the Department of National Defence. 
We could not conduct an audit because we were denied access to certain 
information. 


24.2 In October/November 1989, the House of Commons Standing 
Committee on Public Accounts reviewed our report. With respect to the 
Service, the Committee concluded that it was “not adequately assured 
that such costs are accurately disclosed to Parliament.” 


24.3 This year we reviewed the accuracy of the information on the 
cost of the use of the Service for 1990-91. We found that the 
information provided to Parliament on the cost to transport ministers and 
other VIPs was inaccurate and incomplete. 


24.4 For 1990-91, we estimate that the total cost of operating the 
Service was about $54 million. The Department reported in Part III of its 
Estimates that the total was about $27.5 million. We estimate that the 
total cost per flying hour for 1990-91 was about $19,650. The 
Department reported an incremental figure of $3440 and a standard total 
estimate of $6735. 


24.5 For 1990-91, we estimate that the total cost for transporting 
ministers was at least $24.5 million. The Department’s Part III Estimates 
reported a total cost of about $9.6 million and a total incremental cost of 
$4.9 million. The Department’s monthly reports show the total 
incremental cost as $4.1 million. 


24.6 We recommend that the Department provide complete and 
accurate information to Parliament on the full cost of using government 
aircraft to transport users such as the Prime Minister, ministers, and other 
VIPs. 


24.7 Further, the Department, in co-operation with other appropriate 


departments, should conduct a review of the economy, efficiency and 
effectiveness of providing government aircraft to transport such users. 
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Regulatory Review 


Parliamentary Control over the Raising 
of Revenues by Fees 


25.1 In 1992, Treasury Board estimated that revenues from user fees 
would exceed $3 billion and were expected to increase. Individuals, 
companies and other jurisdictions are charged fees for the use of 
government facilities, services, and goods. For example, fees are charged 
for passports, books and maps, and making photocopies. 


25.2 User fees are established pursuant to departmental legislation and 
the Financial Administration Act, and by contracts with users. Fees 
established by contracts and other non-regulatory means are not subject to 
the regulatory process. The process seeks to ensure adherence to such 
principles as providing a full opportunity for public consultation and an 
assessment of proposals to ensure that benefits clearly exceed costs. 


25.3 Weare concerned that Parliament cannot readily scrutinize the 
user fees established by contracts and other non-regulatory means. There 
does not exist a government—wide summary of the fees being charged, the 
revenues raised and the authorities under which they are established. 


25.4 The use of contracts on a broad scale to establish fees needs to 
include careful consideration of such issues as: 


e How would affected parties be consulted? 


e How would Parliament be given the opportunity to review fees 
established by contracts? 


e How would users be assured that they are being charged the same price 
for identical services or uses? 


25.5 _Incertain instances, departments are using technical legal reasons 
to avoid the regulatory process or are using general regulatory powers to 
raise revenues to cover the costs of their regulatory activities. 


25.6 We have recommended that the Treasury Board review and report 
to Parliament on the adequacy of the current legislative and administrative 
framework for establishing user fees, and provide Parliament with 
government-wide summary information on fees being charged. 
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Regulatory Review 
Pulp and Paper Regulations 


26.1 The pulp and paper industry is a major contributor to Canada’s 
economy and our trade balance. The industry is the largest industrial 
user of water in Canada and a major source of pollution. This makes it a 
focus of both government and environmentalist concern. 


26.2 We examined the information provided to Parliament and the 
public on three sets of regulations intended to control pollutants from 
pulp and paper mills. 


26.3 We found that parliamentarians and stakeholders were not 
comprehensively and equally informed about key issues affecting the 
effectiveness and cost of the pulp and paper regulations, for example: 


e industry and environmentalist concerns about the effectiveness of the 
effluent regulations; 


e potential overlaps with provincial pulp and paper regulations; 


e tax deductions that could substantially reduce the cost to industry of 
implementation and that could reduce taxes paid to the federal and 
provincial governments; 


e alternative and possibly more efficient or more environmentally 
sensitive solutions; 


e why the government did not regulate, as did Quebec, dioxins and 
furans by their total toxicity; and 


e the advantages and disadvantages of using site-specific pollution 
control standards based on the assimilative capacity of a watershed. 


26.4 We recommend that the Department of the Environment more 
comprehensively and equally inform Parliament and stakeholders about 
its regulatory initiatives and that its Regulatory Impact Analysis 
Statements contain full information on proposed regulations. 
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Regulatory Review 


Gun Control Program 


27.1 Canada’s gun control program seeks to reduce accidental, 
intentional and criminal misuse of firearms, to keep guns out of the hands 
of those who should not have them and to encourage and ensure 
responsible gun ownership and use. The framework for the current regime 
was instituted in 1978 and refined in 1991. 


27.2 Canada’s gun control program is controversial and complex. 
Evaluation of the program is therefore essential to give the Canadian 
public and members of Parliament the assurance that its objectives are 
being met. The program has been evaluated once, but we found 
weaknesses in the methodology that significantly reduce the extent to 
which the government, members of Parliament and the Canadian public 
can rely on the evaluation to feel assured that the gun control program is 
effective. 


27.3 As well, our review of the new regulations indicated that important 

data, needed to assess the potential benefits and future effectiveness of the 

regulations, were not available at the time the regulations were drafted. 

Because of this, we believe it is important that the measures chosen by the 
government be evaluated at the earliest opportunity. 


27.4 We reviewed with law enforcement authorities the issue of a 
potential firearms smuggling problem. We found that major police forces 
are concemed that a serious firearms smuggling problem may exist and 
could be increasing. We recommend that the issue be comprehensively 
reviewed, as previously recommended by parliamentary committees. 


27.5 The gun control program is administered by the federal and 
provincial/territorial governments. In July 1993 the Department of Justice 
informed the Treasury Board that implementation and co-operation could 
be in jeopardy unless funding concerns are resolved. 
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Preface 


This booklet of main points from the annual Report is one element of our 
continuing effort to communicate clearly the results of our work. 


The value in our auditing depends on getting our message across: to 
Members of Parliament, to the government, and to the taxpayers of Canada 
who provide the dollars the government spends. 


The Auditor General’s annual Report contains more than 1,000 pages of 
detailed information. Despite our best efforts, I recognize that its size 
alone limits its accessibility. This is why we have published this booklet 
with the main points from each chapter. 


The contents of this booklet are very abbreviated. When readers identify 
matters of particular interest, I urge them to go to the Report for the 
complete message. 


This booklet has been well received in the past. I hope it continues to be a 
useful and convenient tool. 


a: a eer 


L. Denis Desautels, FCA 
Auditor General of Canada 
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Matters of Special Importance and 
Interest 


1.1 Facing up to a difficult, challenging situation. The country faces 
a difficult, challenging situation amid political, economic and social 
changes that reverberate throughout the world. While Canada remains one 
of the best places in the world in which to live, Canadians cannot afford to 
be complacent. 


1.2 The tough choices are now. The government is providing more 
information on debt and the deficit. This information demonstrates the 
grave consequence of the interest bite — so many of Canadians’ tax dollars 
are going to service the debt, rather than to support needed programs. This 
reduced financial manoeuvrability is one of the country’s major challenges 
and points to the urgent need for innovation and the re-engineering of 
government. 


1.3 Four areas that require ongoing attention. This chapter identifies 
four areas where sustained action is required. First, there is a need to 
strengthen the performance of the tax system. Second, there is a need to 
find savings for Canadians through better management of federal programs 
and national assets such as real property. This Report identifies potential 
opportunities worth exploring, in the hundreds of millions of dollars. 

Third, the government needs to find a better way to manage a $7 billion 
annual investment in science and technology. Fourth, governments must 
continue to find practical ways to manage parallel federal and provincial 
jurisdictions. 


1.4 Update on an intractable issue. In addition to those four areas, the 
chapter includes an update on an “intractable issue” in the federal 
government — public service renewal. The chapter provides a brief 
summary of the Office’s plans to enhance its service to Parliament through 
three additional reports each year, as well as a response to the proposed 
establishment of a Commissioner of Environment and Sustainable 
Development. The chapter concludes by noting that the country faces 

some tough challenges ahead. I believe Canada is capable of meeting those 
challenges. 
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PLEA LS R 
Follow-up of Recommendations in 
Previous Reports 


2.1 Departments are taking action to correct reported deficiencies, but 
progress is slow in some areas. 


2.2 Information Security Audit — Significant progress has been made 
by departments and lead agencies in establishing the basic security 

infrastructures. However, progress has been slow in several areas, such as 
regular security training, threat and risk assessments and security reviews. 


2.3 Payments to Employees Under the Work Force Adjustment Policy — 
The Treasury Board Secretariat has made significant progress in analyzing 
the issues, and in determining the tools necessary to improve the 
management of the Directive. However, the measures undertaken are not 
sufficient for ensuring that departments are effectively managing work force 
adjustment and the payment provisions. 


2.4 Search and Rescue — Departments have taken some action on our 
recommendations. However, there has also been a lack of action on many 
recommendations, mostly because the departments believe that what they 

are already doing is sufficient. 


2.5 Loans to Sovereign States — The Department of Finance does not 
believe there is a need for an annual review of the risks and costs associated 
with loans to individual sovereign states ($19.1 billion at 31 March 1994) 
and has not yet provided to Parliament a comprehensive annual report on 
Canada’s international financial commitments. 


2.6 Canadian International Development Agency and the Regional 
Development Banks — There is considerable overall progress in improving 
Canada’s oversight of the banks. The need to change the culture that 
rewarded new loans (“moving money”) rather than effective management of 
existing projects has been identified as a priority at each bank. We 
encourage CIDA to consider the option of periodically preparing for 
parliamentarians a performance-oriented report on the regional 
development banks. 


2.7 Department of Energy, Mines and Resources — Energy 
Megaprojects — Progress has been made in implementing our 
recommendations, but the Department should be moving with a greater 
sense of urgency in planning for the evaluations of the Hibernia and 
Bi—Provincial Upgrader energy megaprojects. 


2.8 Department of National Defence — The Canadian Forces Reserves 
— There was a varied, though mostly limited, response to our 
recommendations. Accountability for Reserve performance, both within the 
Department and to Parliament, continues to require improvement. 


2.9 Public Works and Government Services Canada — Chapters in the 
1987, 1988, 1989 and 1991 Reports — Many initiatives have been 
introduced to improve operations, but many of these have not yet been fully 
implemented to realize the potential benefits, which amount to millions of 
dollars on an annual basis. 
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GTS ESS 
Other Audit Observations 


| The Auditor General Act requires the Auditor General to include in 
his annual Report matters of significance that, in his opinion, should be 
brought to the attention of the House of Commons. 


3.2 The “Other Audit Observations” chapter fulfils a special role in the 
annual Report. Other chapters normally describe the findings of the 
comprehensive audits we perform in particular departments; or they report 
on audits and studies of issues that relate to operations of the government as 
a whole. This chapter is used to report individual matters that have come to 
our attention during our financial and compliance audits of the Public 
Accounts of Canada, Crown corporations and other entities. It is also used 
to report some specific matters that have come to our attention during our 
comprehensive audits. 


3.3 The chapter contains a number of observations concerning 
departmental expenditures and tax revenues. The issues addressed 
generally involve failure to comply with authorities, and the expenditure of 
money without due regard to economy. 


3.4 Observations reported cover the following: 


e after 20 years and $26.6 million, an issue of non—productive rental 
payments that remains unresolved; 


@ approximately $3 million spent on two projects that have not served 
operating needs; 


e agrant agreement that fails to link payments to the recipient’s financial 
requirements or performance targets; 


e the lack of due regard to economy in the delivery of an archival facility, 
and accommodation requirements not fully resolved; and 


e the matter relating to condominium corporations earning tax-free 
interest income that has not been resolved. 


3.5 Although the individual audit observations report matters of 
significance, they should not be used as a basis for drawing conclusions 
about matters we did not examine. 
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An Innovative Society and the Role of 
Government 


5.1 Innovation has become a crucial survival issue. A society that 
pursues well-being and prosperity for its members can no longer treat it as an 
option. 


5.2 Innovation tends not to arise by itself; it is generated and sustained 
through the efforts of people: innovation is where the spirit is. It cannot be 
legislated, or brought about by edict. It comes from individuals and from 
creative and interactive communities. Like happiness, innovation wilts in a 
climate of criticism and repression, yet thrives in an environment of 
encouragement and support. 


5.3 Government therefore needs to work hard at creating an environment 
that is supportive of innovation. Otherwise innovators will either not 
innovate — they will “play safe” — or they will leave for more encouraging 
societies. 


5.4 In an innovative society, individuals, groups, organizations, 
government and Parliament recognize that they are partners, rather than 
opponents, controllers or contenders. The ideas of community, networking, 
collaboration and common purpose, of playfulness, fun and excitement, but 
also of healthy competition, openness and accountability need to be guiding 
principles. 


55 An important element of innovation is resolving dilemmas, that is, 

reconciling apparently competing values. Truly innovative societies can, at 
the same time, meet real needs and control costs, address individual choices 
and satisfy societal priorities, considering both economics and compassion. 


5.6 Canada has the potential to be particularly innovative as a society 
because of the cultural diversity of its people. If it could continue to establish 
and maintain the interconnection that is the basis for societal innovation, it 
might well become known as “Canada, the innovative country”. 
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SRLS A TE IE A ENE 
Study of Key Federal Social Programs 


6.1 The government has identified eight program areas that are to come 
under scrutiny in its planned Social Security Review: unemployment 
insurance, social assistance, training, employment, labour market 
regulation, taxes, program management and administration. Our study 
focussed on three key social policy areas: unemployment insurance, social 
assistance and training — examining their workings and exploring some 
serious issues raised for each. In aggregate, these three areas accounted for 
more than $26 billion in federal program expenditures in 1993-94. 


6.2 A central concern in our study is that Parliament, as it reviews 
proposals for reform, lacks important information on the performance and 
effects of existing social programs. We believe Parliament should know 
whether these programs are producing the results expected, whether value 
for money is being obtained, and whether the programs in certain 
circumstances are having possible negative effects on the economy. 


6.3 To assist Parliament, we attempted to put together, using official and 
public sources, an overview of Canada’s social safety net. We focussed on 
federal government expenditures and the role of federal social spending in 
the national economy. We also reviewed certain economic and social trends 
that touch the lives of Canadians and that affect the shape of future social 
programs. 


6.4 We have also looked at the cross—subsidization occurring among 
industrial sectors and at the difficulties raised by the inclusion of seasonal 
workers in the Unemployment Insurance Program. We discuss the timing 
and impact of premium rate increases on the economy, the cost of financing 
the UI deficit, and the effect of the current funding provisions on the federal 
deficit. 


6.5 We noted that studies of social programs may use different 
definitions of the activities that could be grouped under the title of social 
spending, and in the calculations of actual expenditure. We are concerned 
that these differences in definition may cause difficulties for 
parliamentarians and others as they review existing and proposed social 
programs, because such differences complicate the tasks of comparing and 
analyzing program costs and benefits. This point is important, as there is no 
consensus on how much our social security system costs and how it 
compares with those of other countries. 


6.6 What the numbers clearly show is that the scale of expenditure is 
huge, whether measured against the overall federal budget or against the 
size of the Canadian economy. 


6.7 A large portion of this money goes directly back to individual 
Canadians, although several studies indicate that this spending does not 
always serve to redistribute funds among the various income groups. 


6.8 The studies also indicate that the increased costs of social programs 
since 1975, combined with other government expenditures, could not be 
sustained over the years by the tax revenue available and, therefore, 
significant borrowing became necessary. 
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Study of Key Federal Social Programs 
(cont'd) 


6.9 Clearly, the economy is in the throes of change. The changes 
provide a context for assessing existing and proposed social programs. For 
example, the information available suggests that: 


e the pace of industrial adjustment is increasing, and requiring higher 
levels of education and skills from the work force, 


e labour force growth is slowing, the number of young workers is 
declining, and there are new pressures on long-time employees to 
adjust, 


e the unemployment levels have been moving upward, particularly since 
the 1970s; and 


e temporary or unstable jobs are on the rise. 


6.10 The studies we reviewed indicated that existing social programs 
are having positive results. For example: 


e Unemployment Insurance benefits and Canada Assistance Plan transfer 
payments provide an important social safety net to people in need; 


e social programs appear to have made important contributions to 
reducing regional income disparities; 


e Unemployment Insurance has acted as an important economic stabilizer 
for the economy; 


e certain training programs have been effective in increasing earnings 
and employability of recipients. 


6.11 However, there are also indications of possible negative effects 
associated with the social programs under study. We note that most, if not 
all, social programs, have the potential to produce such effects. Thus, an 
analysis of proposed changes to existing programs should include an 
examination of the possible negative effects that could result from the 
changes. Possible negative effects that have been associated with existing 
programs include: 


e rising social program use and high repeated use suggest the social 
programs may be creating a long-term dependence among some users, 


e disincentives to work when benefits from social programs are 
compared to earnings from jobs; 


e employers and employees may be using Unemployment Insurance to 
support short-term layoff strategies, 


e interactions among social programs may result in the programs working 
at cross—purposes; and 


e Unemployment Insurance may be a factor in Canada’s rising level of 
‘unemployment and in the lower level of output that results. 
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Study of Key Federal Social Programs 
(cont'd) 


6.12 Although tentative conclusions can be made about the effects of 
social programs, there are insufficient data to make a proper assessment. It 
is only recently that the government began an assessment of the impacts 
and effects of the Unemployment Insurance regular benefits on the 
clientele and on the economy as a whole. More assessment is needed to 
get an overall picture. There is even less information on social programs 
that are supported by the Canada Assistance Plan and operated 
provincially. 


6.13 To assist in identifying the needed information, we summarize our 
findings on key gaps in information available on the workings and impact 
of the programs studied. We realize that it will not be possible to address 
all our concerns on information gaps at once. Therefore, it is important for 
the government to identify the gaps that should be addressed sooner rather 
than later. 


6.14 Parliamentarians need a clear picture of the impacts of social 
programs on the well—being of Canadians, and their effects on workers’ 
and employers’ behaviours toward the labour market. The size and 
complexity of these programs, and the links between them increase the 
need for comprehensive and reliable information about results, and 
particularly about those results that could have a major impact on the 
redesign of government social programs and policies. We believe that 
efforts will be worthwhile, notwithstanding the difficulties that will 
undoubtedly be encountered. 
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Information for Parliament 


Departmental Reporting on Sectoral 
Activities and Follow-up of 1992 Chapter 
on Departmental Reporting 


cA! Two years ago we called for government to reform its departmental 
reporting to be more transparent. We suggested that Parliament should 
expect and receive a regular accounting for the exercise of the entire 
business of government: in a phrase, global stewardship. This year, we 
continue this theme of transparency by following up on our 1992 Report, 
and extend it to the sectoral activities of government. 


7.2 As part of our normal follow-up process, we examined the 
government’s intentions to reform departmental reporting as we 
recommended in our 1992 Report. We found that the government is 
developing concepts and proposals for a broad reform of its management 
systems, which would include departmental reporting, but it has not yet 
released its plans. With respect to implementing the pilot project to put the 
Part IIIs into-electronic form, plans are currently under review. 


7.3 This year, we went beyond departmental reporting and examined 
the extent to which government reports on its many sectoral activities. We 
did this because a considerable part of the government’s business is 
delivered by more than one department. In such cases, reporting that is 
department-oriented does not give a complete picture of those activities. 
We found many examples of this in the sectoral audits we have reported on 
over the last few years. 


7.4 We believe that there should be better sectoral reporting. This 
means that when a sectoral activity is identified, one department has to be 
given the lead responsibility to provide a summary-level report to 
Parliament for the entire sector. 


1S But, in the end, reporting of any kind will not change soon unless 
Parliament is explicit in letting government know that current reporting is 
inadequate and that it wants it changed. 
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Information Technology: Reaping the 
Benefits and Managing the Risks 


The Rapidly Changing Environment 
Requires New Approaches to Reap the 
Benefits of Information Technology 


8.1 The effective use of information technology to deliver services 
that are tailored to the public’s changing needs is a priority for 
government. Information technology offers government the opportunity 
to deliver more services faster, at the same or lower costs. Information 
technology also offers significant potential for delivering new services or 
delivering existing services in ways that provide added value to the public. 


8.2 To reap the benefits of the new information technology, the 
government must change the way it views and uses information and 
technology. It must evaluate existing processes, look for new approaches, 
then re-engineer the way it delivers information and services. The 
government must deliver flexible systems that provide easy 
communication of information among departments and with the public. 
This will help consolidate the number of access points for the public and 
help change the public’s view of the government as a number of disparate 
organizations. 


8.3 There are many risks and challenges in implementing information 
technology today. The rapid changes in technology and the environment 
in which it is implemented make it essential that government take the 
leading role in managing the risks that these changes bring. The risks are 
both internal and external to government; they include organizational 
barriers, complexity of the technology, changes in the legislative and 
economic environment, and impacts on public servants. Both 
management and employees have a responsibility to do their part. 
Changing the role of information technology in government will require 
concerted action, vision and authority, to successfully realize the benefits 
while managing the risks. 


8.4 One of the challenges facing our Office is that of finding more 
effective and efficient means to audit the new world of information 
technology. We have identified practices that other organizations use to 
manage the risks associated with technological change and to make more 
effective use of technology. Using these practices as a foundation, our 
Office will assess the government’s progress in realizing the benefits of 
technology. 
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Science and Technology 


Overall Management of Federal Science 
and Technology Activities 


9.1 The government recently committed itself to managing its science 
and technology portfolio more strategically, announcing its intention to 
“put in place a true strategy, one with real priorities, real direction and a 
real review of results.” Previous efforts to do so in the last 30 years have 
failed. 


9.2 There has been much activity but few results. Previous 
government—wide reviews have not produced results—oriented action 
plans that lay out priorities to meet Canada’s economic and social needs 
and opportunities. Some of this lack of progress can be attributed to a 
lack of overall government-wide leadership, direction and accountability 
for implementing desired changes. 


9.3 While establishing real priorities will be difficult, it is essential. 
There are not sufficient resources to meet all needs. Government 
spending on science and technology must be focussed on areas with the 
greatest need, opportunity and potential pay—back. The challenge is to 
determine what these areas are and to then actually implement the 
necessary changes. 


9.4 Successful development and implementation of a true strategy will 
require the joint effort of federal departments, provinces, industry and 
universities, and persistence and leadership by Cabinet. This may require 
a revised structure for science and technology in the federal government. 


9.5 The government needs a framework and indicators to monitor 
Canada’s overall performance in science and technology and to determine 
the success of its own efforts to support science and technology. The 
indicators must reflect both the federal government’s objectives for its 
own agenda and larger national objectives that consider all public and 
private sector stakeholders in science and technology. 


9.6 Parliamentarians have no basis on which to assess whether the 
government’s expenditures on'science and technology reflect Canadian 
needs and opportunities, and to hold the government accountable for 
results. 


9.7 Parliamentarians can play an important role in ensuring that an 
appropriate, balanced and workable science and technology strategy is 
developed and implemented. 
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Science and Technology 


Management of Departmental Science 
and Technology Activities 


10.1. The environment for federal science and technology managers 
has changed since our last government—wide audit of research and 
development, reported in 1981. Managers are now facing an important 
challenge in attempting to increase the relevance and the economic 
impact of their activities and to do so in a time of fiscal constraints. 


10.2. While serious efforts are being made to set direction for science 
and technology activities, most research organizations we examined still 
need to set clear goals for their activities and focus more on results. They 
also need to set priorities based on a full recognition of the needs of their 
clients and of the opportunities in their respective sectors of activity. At 
present, there is no assurance that the activities they are performing and 
the means they have chosen to carry them out are those that provide the 
greatest benefits to Canadians. 


10.3. More attention needs to be placed on business development 
activities. Most research establishments we examined should improve 
their capability for identifying potential uses and users of the results of 
their activities. It is unclear how science activities can meet the missions 
of departments and agencies and the needs of clients when such clients 
are not adequately defined and their needs not adequately profiled. 


10.4 Departments and agencies must devote more effort to 
communicating new directions and objectives to their operational levels. 
Accountability for implementing desired change must be clearly 
established. This is particularly important in light of the current federal 
science and technology review. 


10.5 The majority of organizations we audited do not select and 
review projects in a rigorous manner. The selection of projects tends to 
overemphasize revenue—generation considerations. Furthermore, there 
are major deficiencies in project management practices. 


10.6 The commitment to evaluate science and technology activities 
varies significantly among departments and agencies. Much needs to be 
done before they are able to demonstrate the effectiveness of their 
activities. 
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Science and Technology 


The Management of 
Scientific Personnel in 
Federal Research Establishments 


11.1. The results of research efforts and the credibility of research and 
development organizations rest ultimately on the expertise, knowledge, skills 
and motivation of scientific personnel doing the work, and on the way they are 
managed and nurtured. Many of the significant problems related to the 
management of scientific personnel in the public service have been known for 
up to three decades. 


11.2 Given the concerns raised in previous studies, our audit focussed on 
two main issues that appeared to be the most relevant and critical to the present 
and future performance of federal research establishments operating in a 
rapidly changing environment: the extent to which due consideration is being 
given to long-term human resource requirements, and the adequacy of 
measures taken to develop a stronger and more effective research management 
capability. 


11.3. Inthe research establishments we audited, there are important 
variations in the efforts made and the results achieved. Overall, the hiring of 
newly graduated scientific personnel is too limited to provide for adequate 
renewal of scientific talent. Career development activities are generally 
insufficient to ensure the best use of scientific talent and the longer-term 
“employability” of scientific personnel. The management of scientific 
professional development activities often does not provide for adequate 
maintenance of the skills and knowledge base in research establishments. 


11.4 Inspite of many recommendations that a stronger and more effective 
management capability be developed, it is still not a clear priority in most of 
the research establishments we visited. We noted a direct relationship between 
the level of efforts made by research establishments to improve their 
management capability and the quality of important aspects of the management 
of research and development activities reported in Chapter 10. 


11.5 In attempting to assess the reasons why all these long-standing 
problems have not yet been resolved, we concluded that some of the root 
causes rest with management in research establishments and science-based 
departments, while others rest with Treasury Board in its role as the employer. 


11.6 In our view, significant improvements are required in the management 
of scientific personnel if departments and research establishments are to tackle 
successfully the significant challenges facing them. Achieving the objectives 
and adhering to the priorities to be determined by the government as a result of 
its current science and technology review and other reform initiatives will 
depend, to a large extent, on the degree to which sufficient attention is devoted 
to the management of scientific personnel and to the development of a stronger 
capability in research management. 


11.7. Our recommendations are addressed to management in research 
establishments and science-based departments and to central agencies, 
Treasury Board in particular. They highlight the need for tailor-made, flexible 
solutions. 
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Aspects Of Federal Real Property 
Management 


12.1 Since 1986, the Canadian government has implemented structural, legislative 
and policy changes in real property management. While this has laid the foundation 
for better management of the federal real property portfolio, we believe that 
significant opportunity and need for management improvement remain within this 
new regime. In our opinion, the policy that real property must be managed to the 
maximum long-term economic advantage of the government is at risk because there 
have been instances where property considerations have been subordinated to 
program requirements, political direction and/or financial constraints. 


12.2 In part, problems identified by our examinations represent the cumulative 
effect of years of conflicting priorities for funds and of weak property 
management practices, such as maintenance deficiencies and failure to provide 
sufficiently for environmental clean-up costs, many of which were identified in 
our 1984 Report. Improvements are required in the acquisition and divestiture 
of property, the maintenance of property holdings, and planning for real property 
management. In our opinion, unless the problems are addressed decisively and 
quickly, the government will continue to incur avoidable costs and face mounting 
expenditures to correct current problems and preserve its real property assets. 


12.3. The real property that the government administers and controls was 
estimated, by the Task Force on Program Review in 1985, to have a value 
between $40 billion and $60 billion. Current stated accounting policies of the 
Government of Canada do not call for real property held by individual 
departments to be recorded as assets, although there are indications that the 
government is seriously considering changes to this policy, and a decision is 
expected in 1995. We note, however, that the negative aspects of a capitalization 
policy must also be addressed, such as the administrative cost of implementation, 
and potential weakening of fiscal stewardship caused by leading people to 
believe that the government’s overall financial condition is healthier than it is. 


12.4 We have concems that insufficient attention has been given to ensuring that 
the federal government’s real property is managed in accordance with Treasury Board 
policies. We also note that program decisions are not always made with recognition 
of the cost implications related to real property. We have further concerns that the 
lack of knowledge of the costs of holding property as an element of the cost of 
program delivery weakens the government’s accountability for the effectiveness of 
this investment and the preservation of the value of these assets. 


12.5 The chapter also identifies several constraints to the businesslike 
management of real property. We believe that there is an urgent need for 
government to strengthen the central oversight of the management of real 
property, including improved monitoring practices, and to make changes that 
will reduce constraints, to ensure that these valuable assets are managed more 
economically and efficiently. We also believe that the government should 
include in this re-examination the lessons learned from the initiatives 
undertaken in other jurisdictions where similar real property management issues 
are being addressed. 


12.6 Some key management tools for the management of real property are 
not yet fully implemented by the government. These include: a management 
information system that provides aggregated data on real property holdings to 
support acquisition, divestiture and maintenance policy decisions; effective 
accountability frameworks; and systematic assessments of departments, using 
clear measures of performance. 
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Federal Management of the 
Food Safety System 


13.1. Canadian food products are recognized as safe and of high quality. The 
federal food safety system works to ensure that food processed for sale in 
Canada and abroad is safe. In the opinion of Canadians and our international 
trading partners, these efforts are successful. 


13.2 Federal management of the food safety system is co-ordinated by the 
Interdepartmental Committee on Food Regulation, established in 1986, Health 
Canada, Agriculture and Agri-Food Canada, Fisheries and Oceans Canada, 
Industry Canada and Revenue Canada-Customs manage and deliver the federal 
program of food safety. The cost of this regulatory program, including the 
trade—related inspection activities, was $226 million in 1993-94, with salaries of 
the 3,600 federal employees accounting for most of that expenditure. 


13.3. The goal of food safety programs is to reduce to negligible or acceptable 
levels the risk to human health. Food safety regulations are found in the Food 
and Drugs Act and, in some cases, are elaborated further in several other federal 
and provincial statutes. 


13.4 In 1986, the Interdepartmental Committee on Food Regulation was 
given a mandate to implement specific changes to the food safety system and to 
promote innovation and efficiency in food inspection. The Committee has yet to 
complete all of the assigned tasks and has not reported as intended. Although 
progress has been made, several steps are still needed to promote efficiency and 
ensure that the system remains effective in keeping Canada’s food supply safe. 


13.5 Health Canada cannot ensure that the food-related health and safety 
provisions of the Food and Drugs Act are applied fully and effectively to all 
food produced domestically or imported for sale in Canada. Gaps exist in the 
information received from inspection agencies and in the coverage they achieve. 


13.6 The federal resources for food inspection are allocated on the basis of 
legislated safety and trade requirements. One half of the federal inspection 
resources are spent on low-risk food processes, primarily to satisfy trade 
requirements. Without this expenditure, for example, meat and some fish 
products could not be exported. 


13.7. The federal and provincial governments have proposed a new Canadian 
Food Inspection System in an effort to harmonize food safety standards and 
streamline inspection activities. 


13.8 Departments have not complied with the Treasury Board’s policy on 
cost recovery. In the five years the policy has been in place, hundreds of 
millions of dollars have not been recovered from industry for both safety— and 
trade-related inspection services. 


13.9 The Estimates Part III does not provide members of Parliament and 
others with an overall understanding of federal food safety activities. 
Information on objectives, resources and performance is not readily available. 


13.10 The members of the Interdepartmental Committee on Food Regulation 
are collectively responsible for ensuring that federal food safety programs are 
evaluated periodically. They have not carried out this responsibility and, as a 
result, the effectiveness of federal spending on food safety is unknown. 
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LL Sa 
Agriculture and Agri-Food Canada 
Farm Income Protection 


14.1 A wide range of federal farm income protection programs spanning 
many decades and Acts of Parliament has been designed and implemented in 
response to regional or commodity agricultural crises. ‘These programs have 
involved federal contributions of some $4.5 billion since 1991. 


14.2. The 1991 Farm Income Protection Act was intended to provide 
consistent and predictable safety nets, yet the current programs differ 
considerably from year to year and by commodity and region. This has 
created geographical “balkanization” and a fragmented approach within the 
industry. 


14.3. We are concemed that the Department of Agriculture and Agri-Food 
continues to operate programs without a clear consensus on what they are 
expected to achieve. Since program objectives are not commonly understood 
and performance is not measured against them, it is difficult for the 
Department to determine whether or not existing programs are adhering to 
the social, environmental, production neutrality and equity principles set out 
in the Farm Income Protection Act. 


14.4 The Crop Insurance Program is provincially delivered and is required 
to be self-sustaining. In Saskatchewan, this program has received funding 
from federal and provincial reinsurance programs to cover a cumulative 
negative fund balance of $536 million up to 31 March 1994. Since 1991, 
there has been a 58 percent increase in premiums in an effort to address this 
problem, while at the same time 20 percent of the producers in the program 
have withdrawn. Consequently, it is difficult to see how the Saskatchewan 
program will ever become self—sustaining. 


14.5 To finance deficits under the provincial crop insurance programs, the 
federal government provides advances, as needed, to the provinces 
participating in the federal Crop Reinsurance Program. The federal Crop 
Reinsurance Program is also required to be self—sustaining, but in order to 
achieve this, the terms and conditions of the program would have to be 
amended. Based on the present contribution rate, it would take about 

45 to 50 years for the current Saskatchewan deficit of $346 million to be 
recovered by the federal government. 


14.6 For several years, our audits have reported deficiencies in the 
Department’s financial management and control of these programs. While 
the Department has responded to many of our observations, deficiencies 
continue to arise whenever new programs or changes are introduced. For 
example, when the Net Income Stabilization Account was introduced, 
deficiencies arose with respect to payment verification. 


14.7 _ Further, as a result of delays in preparing financial statements, annual 
reports and program evaluations, Parliament has not received all relevant 
information on these programs on a timely basis. 
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LEAT A oS 
Atomic Energy Control Board 
Canada’s Nuclear Regulator 


15.1. Although the peaceful use of nuclear energy provides potential 
benefits, it can also involve serious potential hazards through radiation 
exposure. The Atomic Energy Control Board (AECB) provides Canadians 
with assurance that the nuclear industry operates in a safe manner. 
Independent studies have provided additional assurance that the nuclear 
power reactors are being operated safely. 


15.2. In the past decade, the setting in which the AECB regulates the 
nuclear industry has undergone major changes, presenting significant and 
difficult challenges to the regulation of nuclear power in Canada. 


15.3. The 1946 Atomic Energy Control Act requires updating to reflect 
current circumstances. The weaknesses in the current Act have contributed to 
some of the deficiencies we observed. 


15.4 However, new legislation by itself will not correct the deficiencies 
identified in the management processes and practices. In those areas we 
examined, we found that the AECB is not fully meeting its obligations as a 
regulatory body. Although almost all the licensees and other stakeholders 
contacted expressed a high degree of respect for the technical competence of 
AECB staff, significant improvements are needed in a number of its key 
management processes and practices. 


15.5 The AECB needs a clearly documented regulatory strategy, a strategic 
plan, better documentation of its regulatory requirements, and development of 
criteria for assessing compliance. In addition, the management of compliance 
inspection and enforcement activities related to prescribed substances and | 
radioisotopes needs to be significantly strengthened. 


15.6 In these changing and difficult times, even greater vigilance is 
required if the AECB is to continue to provide assurance that the industry 
remains safe. In our opinion, without updated legislation and improvements 
in its management processes and practices, the AECB will be hindered in its 
ability to provide such assurance. 
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Correctional Service of Canada 
Custody of Inmates 


16.1. In 1992-93, Correctional Service of Canada (CSC) spent just under 

$1 billion to maintain 12,500 offenders who were incarcerated in federal 
prisons and to supervise another 9,500 offenders who were released 
conditionally into the community. The average direct cost to maintain an 
inmate in a CSC prison for the purposes of custody and rehabilitation 

was $48,000. When the costs of capital, the costs of national and regional 
headquarters, and the expenses incurred by other departments are included, this 
average may be as high as $80,000. 


16.2 Even though Correctional Service is the agency responsible for 
administering federal prison sentences, it has limited control over its inmate 
population. Although solutions to many of the accommodation problems 
discussed in this chapter are the responsibility of Correctional Service, 
decisions made by the courts and the National Parole Board affect the number 
of inmates in CSC prisons. 


16.3 Federal inmates are housed in prisons of different security levels 
(maximum, medium and minimum) according to the risk that they pose. A 
well-designed inmate security classification system is critical for minimizing 
the risk to public safety and reducing prison operating costs. We found 
deficiencies in the design and implementation of the Service’s security 
classification processes. Correctional Service needs to have accurate and 
up-to-date information on inmates’ classification and placement. 


16.4 In both 1981 and 1986, we observed significant weaknesses in CSC’s 
inmate accommodation planning. In this audit, we found that the Service has 
continued to favour retrofitting and replacement projects. The Service must 
spend some of its capital funds to maintain and retrofit deteriorating facilities to 
preserve capacity, but it has not performed the required life-cycle cost-benefit 
analyses to demonstrate the merits of this approach. It has also been slow to 
consider shared accommodation (cells built to accommodate more than one 
person) as an option. As a result, the Service was only able to increase its total 
capacity by 900 beds while the inmate population grew by more than 2,000 
between 1986 and 1993. Consequently, double bunking (placing two inmates 
in a cell intended for one person) increased from seven percent in 1986 to 

24 percent in 1993. 


16.5 During the audit, the Service had to address the dichotomy of a 
growing inmate population and dwindling financial resources. As a result, 
Correctional Service plans to adopt a new double—bunking and shared — 
accommodation policy. We estimate that increased double bunking since the 
early 1980s has saved the taxpayer about $240 million in one-time future 
capital costs for building new prisons and has reduced operating expenses by 
about $60 million annually. If the Service implements its new policy of 
allocating up to 25 percent of its existing cell capacity for double bunking and 
shared accommodation, we estimate the Service would avoid a further 
one-time future capital cost in excess of $100 million and would save an 
additional $30 million annually in operating expenses. However, the Service 
needs to proceed with caution because this policy is a major departure from its 
traditional philosophy, and the long-term effects of double bunking and shared 
accommodation on the effectiveness of corrections are still unknown. The 
Service will also need to revise its long-range accommodation plan once this 
new policy is formally adopted. 
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National Parole Board 


17.1 Onan average day, there are approximately 6,500 federal offenders 
serving a portion of their sentence in the community on day or full parole. 
The National Parole Board, established in 1959, is responsible for authorizing 
the release of these offenders on parole. National Parole Board members have 
a very difficult job to do. Six to eight times during a day of hearings, Board 
members must attempt to assess whether an offender’s risk is manageable in 
the community. This assessment is complex and crucial — particularly in light 
of the general.acknowledgement that it is difficult to predict, with any 
certainty, whether an offender will commit another offence after release. 
Moreover, before making their decision, Board members have only a short 
time to read and digest large amounts of information on the offender, some of 
which may be incomplete or even contradictory. 


17.2 Good members are essential. Given the importance of the job, it is 
essential that the Board have good members. Thus it is also essential that the 
selection process be open to all suitable applicants, with selection based upon the 
applicant’s skills and abilities. While improvements have been made to the 
selection process, in our view it could be strengthened further. Specifically, it is 
important that part-time members be subject to the same selection process as 
full-time members. In addition, the government requires professional advice on 
the suitability of applicants for appointment to the Board. 


17.3 The Board needs to review its operations. How the Board operates 
contributes directly to the quality of the decisions it makes. Accordingly, we 
believe that the Board needs to ask itself a number of key questions about its 
operations: 


e What on-the-job training could it provide to members that would aly 
them to better meet their responsibilities? 


e How can it evaluate how well Board members are performing on an 
individual level? 


e What information and feedback does it need to provide to members on the 
outcome of their decisions? 


e What is the best way to ensure that individual members and the Board as a 
whole can learn from past mistakes, and what can be done to identify and 
deal with recurring problems? 


e How is it measuring its performance, and could it develop better or more 
comprehensive measures to assess how well it is doing (the quality of 
decisions)? 


e Is the time allocated to dealing with a given offender related to the risk he 
poses to the community? 


e Does it know enough about using current models for predicting risk? 


e Given that information is the cornerstone of its work, what can it do to 
reduce the quantity and improve the quality of information that Board 
members receive? 


We believe that carefully considered answers to these questions would 
contribute greatly to improving the operations of the National Parole Board. 
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Correctional Service of Canada 
Supervision of Released Offenders 


18.1. Corrections is costly. In 1992-93, Correctional Service of Canada 
was responsible for about 22,000 offenders, of which about 9,500 or 

40 percent were supervised in the community. The Service spent about 

13 percent ($125 million) of its budget on community supervision of 
offenders. The average annual operating cost of maintaining an offender in 
the community was $9,500. 


18.2 Risk presented by offenders is highest in the community. Virtually 
all offenders presently in prison will at some time be released to the 
community. Based on past experience, most will complete their sentence 
without reoffending. Each year, between 110 and 160 supervised offenders 
are charged with committing a violent offence. When these offences do occur, 
they have tragic consequences that can shatter the lives not only of the victims, 
but their families as well. 


18.3. Risk assessment can never be 100 percent accurate. It is not 
possible to predict with certainty who of the 9,500 offenders supervised in the 
community will reoffend and, in particular, those who will reoffend violently. 
The state of the art for predicting human behaviour is imprecise. 
Consequently, parole supervision requires judgment, training, skill, dedication 
and perseverance. 


18.4 Community supervision of offenders needs more attention by 
Correctional Service of Canada. Supervision in the community is the final 
link in the chain that makes up the Canadian justice system. It is the last point 
at which the system can directly influence or control offenders. It is also the 
point at which offenders are the least separated from the public and therefore 
present the greatest risk to society. For that reason, it is crucial that the 
supervision of offenders in the community be managed well. We found, 
however, that Service management is not paying enough attention to this area 
of corrections. Senior management of the Service needs to provide more 
direction to supervision of offenders in the community. 


18.5 Approaches and practices to managing offenders vary widely. In 
some instances, these variations have produced positive results, which were 
due in part to the creativity of staff in adapting and refining the Service’s 
approaches to managing offenders. However, in other instances, the various 
approaches have reflected significant variations in management practices and 
in resources available among area parole offices. Again, senior management’s 
attention is required to provide necessary discipline and adherence to 
professional standards and practices. 


18.6 Very high-risk offenders on community supervision need greater 
attention. Ensuring public safety is particularly difficult when supervising 
very high-risk offenders. Correctional Service of Canada needs to identify 
these offenders more consistently and accurately; balance parole resources 
with the risk offenders present; ensure that a commonly defined and 
understood set of management practices is used consistently across the regions 
of the country; ensure that sufficient management information is available to 
implement these practices effectively; and foster an organizational climate that 
encourages learning from both successful and unsuccessful practices. 
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Environment Canada 
Environmental Partners Fund 


19.1. The Department of the Environment (Environment Canada) does 
not know in a substantive way whether the Environmental Partners Fund 
(the Fund) has achieved its intended results. An interim evaluation was 
carried out in 1993-94. However that evaluation relied mainly on a 
review of selected projects perceived by management as successful and 
did not address, in a comprehensive way, all the Fund’s objectives. 


19.2 Information on the success of the Fund in generating additional 
contributions appears to be overstated. Information on the environmental 
benefits of projects is not being reported to managemeni or to Parliament. 


19.3. A number of fundamental management deficiencies identified in a 
1991 internal audit continue to exist. 
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Environment Canada 
Ice Services 


20.1. The Ice Services Branch of the Atmospheric Environment Service 
is a recognized world leader in ice information. Based on our review of 
documentation and on interviews with clients, the operational 
management of the Ice Services Program appears satisfactory to the extent 
that it is delivering the prescribed ice information products to clients in 
accordance with program objectives. Furthermore, the Branch is taking 
steps to improve the economy and efficiency of its program. 


20.2 Action is under way to change the program’s main component, ice 
reconnaissance, from an aircraft—based to a satellite-based activity. This 
change is occurring at a time when the Atmospheric Environment Service 
is converting to a client—oriented management approach with a focus on 
results, and when Treasury Board is requiring that departments reduce 
budgets and maximize cost recovery. 


20.3. The Branch has no formal statement of Canadian Coast Guard 
operating requirements for ice information. There is no formal feedback 
mechanism in place for determining the developing needs of the Branch’s 
clients, other than for the Coast Guard. Nor does the Branch have a 
science and technology policy. All of these are required to guide 
long-term planning and to establish priorities for individual components 
of the program. For example, the priority given to data archiving within 
the overall program has not been clearly established. 


20.4 Before the Ice Services Branch can completely achieve the desired 
results while ensuring economy and efficiency in its operations, it must be 
able to identify fully, track and analyze evolving demands for ice 
information and determine cost-recovery expectations over the next 
decade, based on input from all client groups. 


20.5 Any failure in the ice information program due to aircraft, satellite 
or computer malfunction or communications failure could result in a 
rerouting or disruption of ship traffic in and out of Canadian ports or, at 
worst, loss of life and property. In view of Canada’s dependence on 
maritime trade, such a failure could have a considerable economic impact. 
The Branch must therefore ensure that its contingency plans can be put 
into effect quickly and successfully. 
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Foreign Affairs and International 
Trade Canada 


Technical Assistance Contributions to 
Central and Eastern Europe and the 
Former Soviet Union 


21.1 Canada’s assistance to Central and Eastern Europe and the former 
Soviet Union has three primary objectives: to support democratic 
development; to support the transition to market economies, and to 
increase trade and investment links with the region. The assistance 
program is based on Canada’s national interests and on Canada’s 
assumption of its burden-sharing responsibilities as a member of the 

G-7 and G-24. 


21.2 The Department’s technical assistance contributions program for 
the region has grown rapidly since 1989. In 1993-94, contributions 
totalled $74 million and cumulative disbursements totalled $145 million. 


21.3. The government has conducted evaluations, including a financial 
management review, to determine whether the program had adequate 
management systems and practices in place and whether it was meeting its 
objectives. 


21.4 One of the evaluations concluded that the program has quickly 
delivered a substantial amount of technical assistance to the region; 
however, in the Department’s view, it is not practicable to measure the 
impact of the assistance of any single donor on democratic development 
and the transition to market economies in the region. 


21.5 Although Canadian companies that participate in the program 
report significant positive short-term impacts, sustained trade and 
investment benefits can be assessed only in the long term. An evaluation 
has concluded that the program requires a more strategic focus to 
maximize the full potential of the trade and investment opportunities that 
are available. 


21.6 The Department has recently taken steps toward more 
results—oriented project management, but it is too early to assess their 
impact. We intend to follow up on the implementation of the various plans 
developed and initiatives taken by the Department. 


21.7 There is a need to improve the quality of the information provided 
to Parliament on the program’s objectives, resources employed and results 
achieved. 
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Foreign Affairs and International 
Trade Canada 


Financial Management and Control 


22.1 Foreign Affairs and International Trade Canada (the Department) 
spent $1.4 billion in 1993-94 on programs to promote and defend 
Canadian interests and serve Canadians at home and abroad. 
Parliamentarians and this Office have long been concerned with the 
prudence, probity and financial management and control of these 
programs. Our audit was designed to monitor the degree to which the 
government is addressing this concern. 


22.2 There have been improvements in financial management and 
control in many areas since our last major audit of this aspect of the 
Department in 1987. A substantive effort has been made over the last two 
years. For example, the financial accounting system has been strengthened 
and there is increased awareness that cost is an important element in 
decision making. The need to link cost with results should follow. 


22.3 The war is not yet won. Further progress is needed in many areas. 
The Department realizes that this will require a sustained effort over a 
period of time. Strong leadership will be necessary to encourage 
acceptance of financial management and control as a management priority 
throughout the Department worldwide. 


22.4 There are distinct opportunities to deliver programs and related 
services more cost-effectively through the use of information technology 
and a more results—oriented management style, and through changes in the 
way foreign service allowances and properties are managed by the 
Department and the Treasury Board. 


22.5 Where appropriate, increased delegation of authority from the 
Treasury Board to the Department could facilitate the realization of these 
opportunities. 


22.6 We propose to keep a watching brief over further progress in the 
areas of concern. 
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Indian and Northern Affairs Canada 


Social Assistance 


23.1 Social assistance to Indians living on reserves is generally provided 
by their communities and agencies with funding from Indian and Northern 
Affairs Canada. The Department’s expenditures on its social assistance 
activities have risen over time and have exceeded $1 billion. The rate of 
increase in expenditures is higher than the rates of inflation and population 
growth of on-reserve Indians combined. 


23.2 +The social assistance dependency rate, as defined by the 
Department, is a measure of the demand for aid for basic needs such as 
food, clothing and shelter. The rates among on-reserve Indians are high 
and have been on the rise. In 1992, an average of 43 percent of on—reserve 
Indians were beneficiaries of these services. In many First Nations 
communities the reliance on assistance for subsistence is substantial. 


23.3 While the Department has undertaken several initiatives over the 
years to alleviate the high level of demand for services, it needs to work 
more closely with First Nations communities and their leaders to search for 
an effective solution. It requires appropriate data to analyze the major 
causes of dependency and to help mitigate them. In addition, the 
Department needs to co-ordinate with other federal departments and other 
levels of government in providing the necessary support. In connection 
with the federal review of Canada’s social security system, the Department 
needs to provide input and advice and to co-ordinate participation with First 
Nations. 


23.4 The Department did not use provisions of the Canada Assistance 
Plan. As a result, it has no substantive legislative authority for its social . 
assistance activities. It relies on annual appropriation Acts as well as 
Treasury Board decisions as the basis to provide and fund social assistance. 
The resulting framework for delivering social assistance is complex, 
cumbersome and difficult to manage. 


23.5 The Department does not have sufficient assurance that social 
assistance activities it funded have been provided in accordance with the 
standards it adopted. Our analysis of its monitoring reports showed that 
there has been a significant degree of non-compliance with requirements; 
the Department does not have summary information on its monitoring 
efforts. The Department’s arrangements with some provinces need to be 
re-examined to ensure that they provide an appropriate basis for services to 
be delivered to on-reserve Indians with the Department’s funding. 


23.6 The Department needs better data on demographics and social 
assistance and, for management purposes and accountability to Parliament, 
it needs to develop additional indicators to measure the effects of its 
activities. 
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National Defence 
Defence Management Systems 


24.1 The Department of National Defence uses a complex management 
structure that, fundamentally, has been unchanged since 1972. It employs 

about 11,000 military and civilian staff in its major headquarters to operate 
this structure. 


24.2. Weexamined the basic building blocks of the Department’s overall 
management system: the defence policy planning and force development 
system; cost management systems; the military readiness reporting 
systems; and the systems used to manage personnel, supplies and medical 
resources in emergencies and war. We found significant problems in each 
of these building blocks. 


24.3 Affordability of long-term plans remains a problem. The 1993 
force structure — which omitted many of the elements needed to 
implement defence policy — required more resources than were available 
to the Department. 


24.4 Policy statements need to contain details of the kinds of conflict 
situations the Canadian Forces are designed to deal with. This information 
is required by force planners and the Canadian public to understand the 
capabilities that are required and that are being created. 


24.5 The Department recognizes the importance of cost management 
and has begun to improve its systems by implementing “business 
planning”. In the meantime, however, departmental studies have found 
that managers lack necessary information and that there are often few 
incentives to minimize costs. Cost—saving initiatives have been delayed 
because information is not available. 


24.6 The main system for reporting on current military readiness is not 
based primarily on objective data, as departmental documents state, but on 
commanders’ judgments. Higher headquarters cannot always determine 
easily how units have applied readiness standards. Command-level 
systems have not been implemented fully. During the last year, the 
Commands carried out about 73 percent of the major military exercises 
approved by commanders, primarily due to United Nations taskings and 
budget reductions. This has diminished the ability of commanders to 
assess the overall readiness of their forces. 


24.7 _Long-standing deficiencies still exist in information needed to 
manage personnel, supplies and medical resources in emergencies and war. 
The Department has projects under way to address these problems, they 
will not be fully implemented until 2002. 
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National Defence 


Information Technology 


25.1 The Department of National Defence spends 30 percent of the 
federal government’s information technology budget. The total annual cost 
of information technology in National Defence is $630 million. The 
information technology projects planned or in progress in the Department’s 
15-year plan are projected to cost $9.5 billion. 


25.2 Military command and control information systems used to 
manoeuvre forces in the field have not been developed in a co-ordinated 
way. Sea, land and air systems have not been designed to work together 
and have little capability to communicate with each other. Existing interim 
Land Force systems have limited capability for survival on the battlefield. 
Development work has been duplicative. 


25.3 The systems and processes the Department uses to manage 
information technology are not adequate. Information technology projects 
take an average of seven years to complete after funding is allocated. With 
the current rate of change both in technology and in defence, there is a high 
risk that the technology acquired will be obsolete before it is implemented. 


25.4 There are plans for future information technology projects with 
projected costs of $1.2 billion that are not supported by adequate cost 
estimates or for which the need has already been filled by other means. 


25.5 Although we recognize that military operational requirements take 
top priority, we found that the Department did not have an adequate system 
in place to assess the cost-reduction potential of information technology 
projects or to weigh the benefits of cost reduction against other priorities. | 
As a result, the Department has not benefited from at least $700 million in 
possible savings. Reduction in support costs would allow funds to be 
redirected to meet other military requirements. 


25.6 The Department has experienced difficulty in implementing 
complex, developmental information technology projects. Of 12 projects 
we examined, three failed to deliver an adequate product. A fourth project 
has expended most of its contingency fund before beginning the most 
complex development phase, while a fifth has spent 10 years and over 

$52 million in the project definition phase. These five projects account for 
93 percent of the total value of the projects in the sample. 


25.7. The delivery of computer and telecommunications services is 
becoming more efficient, but much more remains to be done. The 
Department plans to eliminate one of its two major data centres and has 
reduced telecommunication costs by about $10 million a year. Although 
the Department recognizes that millions could be saved each year in 
telecommunications, adequate plans are not in place to realize those 
savings. We estimate the savings at over $30 million per year. 


25.8 The Department is increasing its use of modern techniques and tools 
to maintain its computer software. 


25.9 The Department recognizes that it must change its approach to 
information technology and has set up a Defence Information Services 
Organization to manage that change. 
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National Defence 
Infrastructure Reductions 


26.1 The Department of National Defence operates 30 Canadian Forces 
bases, several exercise and training areas, and numerous radar stations and 
other smaller fixed installations in every part of Canada. It spends about 
$750 million annually to operate and maintain these sites, on which it has 
approximately 34,000 buildings. 


26.2 The Department has carried out three major studies of its portfolio of 
infrastructure holdings since 1975, but has not adequately linked its 

portfolio to the requirements created by its force structure. Overall, the 
portfolio is neither linked to the needs of war and emergency nor configured 
to minimize costs. 


26.3 Decisions intended to reduce Defence infrastructure holdings have 
been delayed because of government concern about the impact of base 
closures on local economies as well as the potential political impact. Our 
study of the closure of two bases — Base Summerside and Base Portage La 
Prairie — indicates that the government saved a substantial amount of 
money, when all costs are considered. To date, the local economies have 
suffered few ill effects. However, the absence of a coherent government 
framework for carrying out the closures and of a clear strategy for mitigating 
negative economic impacts led to enormous resistance in the communities 
concerned. 


26.4 The use of the federal budgetary process, with its attendant secrecy, 
provides no opportunity to prepare the labour force and communities for 
change, and to plan a strategy for government assistance. After the 1989 
Budget announcement of closures, emergency financial assistance was 
provided to affected communities; not all announced closures and 
reductions actually took place. 


26.5 An open process, as used in the United States and as recommended 
by the Minister’s Advisory Group on Defence Infrastructure, would permit 
open, rational planning. Although officials pointed out that such a process is 
time-consuming, major restructuring of Defence bases is required only 
infrequently. 


26.6 We compared current holdings with those of the Australian Defence 
Force and with alternatives considered by the Department during its own 
studies. Both comparisons indicate that there will be room for further base 
reductions after the 1994 Budget cuts have been implemented. 


Chapter 26 27 


ESSE OT 
National Defence 


Infrastructure Management 


27.1 The Department of National Defence administers the largest 
portfolio of property in the country. Its capital construction budget is 
around $270 million, the largest in government. It employs 2,000 military 
and 6,900 civilian person-years to manage its infrastructure and spends 
over $750 million annually on personnel, operations and maintenance. Of 
the 34,000 buildings in its portfolio, roughly 24,000 are married quarters. 


27.2 Management of infrastructure acquisition needs to be improved. As 
we pointed out in previous audits, the processes for capital acquisition are 
cumbersome. Poor definition of requirements, design inconsistencies and a 
nine-year average completion time for projects resulted in excess costs to 
the Department, and projected savings from projects were not realized. 
Some major replacement construction projects were not supported by 
approved long-term force development plans. 


27.3 National Defence has complied with government directives and set 
up an environmental program. However, the clean-up portion of the 
program will not be accomplished within the original objective of 10 years 
and may take as many as 20 years. Estimated costs are higher than planned 
resources. Accountability for achieving the objectives is diffused. The 
$700 million estimated cost for clean-up is significant, but has not been 
consolidated and reported fully to Parliament. 


27.4 Unsatisfactory accountability contributes to inefficiency and high 
costs in infrastructure management. National Defence has been slow to 
correct known problems, such as delays in the approval of capital 
replacement projects and losses on permanent married quarters. 
Information systems are antiquated, poorly linked and provide little costing 
data. Known cost-saving initiatives developed in one location are not 
implemented across the Department. 


27.5 The Department needs to make fundamental improvements in its 
management of infrastructure to match commercial quality. We estimate a 
potential for operational savings of over $100 million per year. National 
Defence’s objectives for holding and managing permanent married quarters 
are unclear, and costs are excessive. The productivity of in-house 
maintenance trades is significantly lower than in the private sector. 
Infrastructure is ageing and approximately $1.7 billion of maintenance has 
been deferred. Operating funds are being used to refurbish existing 
buildings or replace works because the process for construction approvals is 
excessively cumbersome. 


27.6 National Defence recognizes that change is necessary to reduce 
costs. It is attempting to introduce business planning to improve 
accountability, is proposing a special operating agency to manage its 
permanent married quarters and is conducting trials of new management 
techniques. There is no formal government support for exposing internal 
operations to competition, and certain provisions of the government’s Work 
Force Adjustment policy work against such an approach. National 
Defence’s efforts to make its internal operations competitive with the private 
sector are lagging behind those of defence departments in certain other 
countries where legislative support exists. Where it has taken initiatives, it 
has been successful in streamlining operations or achieving savings. 
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SRE NG I Be RO EU LD I UI OM 
Revenue Canada 
Customs Assessment Activities 


28.1 Canada collects about $4 billion a year in customs duties. At the 
start of our audit, Customs had recognized that the existing assessment 
system was overburdened and inappropriate for today’s rapidly evolving 
trade environment. Our review found ample evidence that the system is 
overburdened. Customs officers are unable to deal with the 21,000,000 
transactions processed each year. Of these, about 8 percent are reviewed. In 
our opinion, this review is inadequate and allows importers to pay less than 
the required amounts of duty. 


28.2 Customs is addressing these problems by developing a new way of 
working called the New Business Relationship (NBR).. This project is an 
ongoing attempt to redesign the relationship between Customs and its 
clients. We looked at two specific NBR initiatives that related to customs 
assessment and found them to be innovative and useful to clients who used 
them. The more important of the two initiatives—periodic verification—has 
just passed through the pilot stage. This initiative, which addresses the 
concerns of large importers, now must be widened to include more 
companies. 


28.3 Another area of concern involves origin and end-use audits. Under 
free trade agreements, importers must present a certificate declaring that the 
goods being imported fall under the rules of origin. We believe that these 
certificates could be more thoroughly checked. We also found that not 
enough audits of preferential end-use provisions were being done. A final 
area of concern is the appeal process, which, due to legislative constraints, 
we found to be slow and cumbersome. 
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Revenue Canada 
Collecting Income Tax Debts 


29.1 In the last decade, Revenue Canada’s goal, to stop or reverse the trend 
of growth in delinquent income taxes, has often proved to be unattainable. 
From 1988-89 to 1992-93, the Department experienced sustained growth in 
the dollar value of delinquent income taxes. This increase significantly 
outpaced the growth in net federal income tax revenue for that period. The 
Department noted that the recession and slow economic recovery have affected 
the ability of many taxpayers to settle their accounts in a timely manner. There 
was no year-over-year growth in delinquent income taxes in 1993-94; the 
value of these taxes remained relatively constant at the 1992-93 level. 


29.2 In an effort to curtail the rising inventory of tax debts, Revenue Canada 
undertook a number of initiatives and increased the number of collectors in 
1992-93 and 1993-94. Approximately 10 percent of the Department’s 
Taxation employees work on collection activities, and about $100 million, or 

7 percent of Taxation annual expenditures, are used to collect income tax debts. 


29.3. On31 December 1993, about 1.6 million taxpayers (mostly 
individuals, including the self-employed) owed income tax totalling 

$9.2 billion. At the time, 29,000 taxpayers had amounts in dispute. Unpaid 
income tax debts (net of amounts not immediately payable under “taxes in 
dispute” legislation) amounted to $6.5 billion. However, not all income tax 
debts are collectable. 


29.4 The Department estimates that of the $6.6 billion outstanding on 

31 March 1994, $1.1 billion might never be collected. In our view, Revenue 
Canada’s methodology for assessing collectability of income tax debts tends to 
overstate the potential cash value of this asset. 


29.5 The ratio of cash payments collected to value of accounts resolved has 
fluctuated over the past several years. Recently, it has decreased, dropping 
from 84 cents on the dollar in 1990-91 and 1991-92 to 79 cents in 1992-93. 
One factor affecting this statistic is the level of income tax debts written off in a 
given year. At current collection levels, for each one—cent drop in average 
cash recovery, there is a reduction of about $34 million in revenue. The 
Department forecasts that this ratio will increase to 81 cents in 1993-94. 


29.6 The Department has a number of initiatives under way aimed at 
improving collection operations, such as the introduction of a single business 
identifier number for all accounts within Taxation, Customs and Excise and an 
on-line management information system for collection activities. The 
Department has successfully expedited payments on small balance accounts. 
Departmental records indicate that payments of $22 million in 1992-93 and an 
estimated $57 million in 1993-94 have resulted from this initiative. 


29.7 Revenue Canada needs to further improve its operational and 
performance information to help ensure that tax collectors are handling 
accounts in a timely and productive manner. 


29.8 The Fairness Package has been used to forgive interest and penalties on 
unpaid amounts in certain circumstances. Revenue Canada has neither kept 
records that would allow for the totalling of all adjustments nor adequately 
monitored the circumstances in which they were applied. 
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RR a a ed 
Revenue Canada 


Goods and Services Tax: Audit and 
Special Investigations 


30.1 Revenue Canada relies upon registrants to assess their own Goods and 
Services Tax (GST) liability, file returns and pay amounts owing on time. 
Self—assessment greatly facilitates administration of the GST. During the 
introduction of the GST, the Department’s strategy emphasized registrant 
education and assistance to ensure compliance with the legislation. As the 
GST matures, the Department’s strategy is shifting emphasis from education 
to other compliance activities. 


30.2 However, because some citizens fail to obey the law, well—targeted, 
credible sanctions against non-compliance are necessary. Non-compliance 
has significant effects: it results in loss of tax revenue needed to fund 
government programs and to service the national debt; it places those who 
comply at a competitive disadvantage; it contributes to an inequitable 
distribution of the burden of taxation; and it undermines the integrity of the 
tax system. When registrants do not remit GST collected from customers, 
they are misappropriating funds that belong to the government and creating a 
breach of trust. 


30.3. From 1991-92 to 1993-94, there has been continued improvement in 
terms of additional tax revenue assessed as a result of GST audits. During this 
period, more than $2.1 billion was assessed by audit. 


30.4 While significant, this amount was below projections. For example, in 
1993-94, it was projected that audits, excluding those conducted in the 
province of Quebec, would generate $1.36 billion in additional tax 
assessments, but the actual amount was $613 million. The variance was due, 
in part, to projections that may have been too optimistic, fewer resources 
devoted to audits than planned, and lack of effectiveness in the audits that 
were carried out. . 


30.5 We reported in 1992 and 1993 that competing priorities have affected 
the development and implementation of enforcement activities such as 
registration and collection. In this chapter, we observe the impact on audit 
and investigations. Enforcement is impeded by a lack of information about 
registrants; by the absence of reliable tools for identifying and selecting 
registrants for audit; and by inadequate monitoring practices. Because of 
these and other factors, 40 percent of all audits conducted in 1993-94 did not 
result in additional tax assessments or reductions in refunds or rebates. 


30.6 Raising additional tax assessments is one objective of audit. Another 
is to demonstrate enforcement efforts in the registrant population to remind 
people that they might be audited. During the last three years, the number of 
GST audits has declined, and the number of investigations and prosecutions 
has been low. Furthermore, close to one half of all audits consisted of limited 
checks conducted in GST offices, which do not generate significant awareness 
of enforcement among registrants. 
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Ensuring Fairness of the Income Tax 
System: Detection of Non—Filers and 
Special Investigations 


Ensuring Fairness of the Income Tax System: Detection of 
Non-Filers 


31.1 __ Filing a tax return is central to the Canadian income tax system. It 
establishes the amount of tax owing and puts taxpayers on the tax roll so 
they can be monitored by Revenue Canada’s enforcement programs, such 
as the Non-Filer Program. The purpose of the Non—Filer Program is to 
identify taxpayers who have failed to file current tax returns and to secure 
the required returns from them. 


31.2 In 1993-94, Revenue Canada generated 509,000 tax returns 
through its Non—Filer Program, bringing in $124 million in income tax, 
plus an additional amount in interest and penalties. Over half of these 
returns were received as a result of reminder notices issued by the 
automated non-filer system. The remainder were obtained from 
follow-up by departmental staff of non-filers identified by the automated 
system, the document matching program, internal referrals and 
information from external sources. The Department has increased its use 
of external sources and is continuing its efforts to access other sources. 


31.3. Due to missing social insurance numbers, the Department could 
not use automated document matching for millions of T5 slips. Limited 
manual tests of these slips, however, indicated that most taxpayers 
properly reported their TS slips on tax returns. While there is a small 
penalty for failure to provide a social insurance number, no penalties have 
been assessed. Instead, the Department is consulting with financial 
institutions on a plan for action, either separate or joint, to improve social 
insurance number compliance. It intends to review the results of this 
effort before it reconsiders the need for a withholding requirement if a 
social insurance number is not provided. 


31.4 The Non-Filer Program has resulted in hundreds of thousands of 
returns and millions of dollars of tax revenue due under the Income Tax 
Act, but the Department does not know how effective it has been in 
enhancing taxpayer compliance. For example, it does not know yet how 
many non-filers who are caught begin to file tax returns voluntarily 
thereafter. The Department is currently developing an automated system 
designed to capture information for an evaluation of the subsequent 
compliance of non-filers. 
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Ensuring Fairness of the Income Tax 
System: Detection of Non-Filers and 


Special Investigations (cont'd) 


Ensuring Fairness of the Income Tax System: Special 
Investigations 


31.5 Tax evasion is a serious criminal offence. It results in a loss of 
revenue; it shifts the tax burden from dishonest taxpayers to honest 
taxpayers; and it creates unfair competition between businesses that abide 
by the law and those that don’t. 


31.6 Criminal prosecution can be a powerful incentive to comply with 
tax laws and thus deter tax evasion. The Department detects tax fraud 
through its audit and other enforcement activities, investigates suspected 
cases of tax evasion and, where appropriate, recommends them to the 
Department of Justice for prosecution. The Special Investigations Division 
of Revenue Canada is responsible for enforcing the criminal provisions of 
the Income Tax Act. 


31.7 Suspected tax evasion cases identified by tax auditors and referred 
to Special Investigations have decreased by 50 percent from 1,000 to 
500 a year since 1990. 


31.8 | Revenue Canada has planned to refer about 170 cases a year to the 
Department of Justice for prosecutions. This target is based on the 
resources that have been assigned to Special Investigations. It is not based 
on research to determine to what extent Special Investigations should be 
used in combatting tax evasion and in improving voluntary compliance. 


31.9 In order to achieve its target of 170 prosecutions a year, the 
Department has reduced the number of preliminary investigations and 
limited the number of tax years and tax offences to be investigated and 
recommended for prosecution in each case; in addition, the Department 
has relied heavily on the acceptance of guilty pleas. 


31.10 The main objective of special investigations and other enforcement 
activities is to improve voluntary compliance. However, Revenue Canada 
measures and reports the results of its various enforcement activities in 
terms of additional taxes reassessed, including penalties and interest. 
Measuring performance in terms of dollars of tax reassessed may 
encourage tax auditors to focus on potential dollar reassessments, which 
may be to the detriment of fulfilling the Department’s obligation to detect 
tax evasion. Furthermore, this performance measure does not encourage 
accountability in achieving the objective of improving the level of 
compliance. The Department does not know the final disposition of those 
reassessments. 


31.11 Compliance research is essential if Revenue Canada wants to 
pursue a strategy of maximizing revenue and voluntary compliance. 
Despite our audit recommendation in 1990, the Department abandoned its 
research function in 1992. Recently, however, the Department has 
announced an initiative to reintroduce compliance research. 
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Canada 


Income Tax Incentives for Research and 
Development 


32.1 As part of its investment in science and technology, the federal 
government has encouraged research and development in the private sector 
through various income tax provisions for many years. Canadian 
companies have taken up the incentives in increasing numbers over the past 
few years and are now claiming over $1 billion of investment tax credits 
annually. 


32.2. In common with most tax provisions, the tax incentives for 
scientific research and experimental development are demand—driven. 
Every taxpayer who complies with the incentive provisions of the Income 
Tax Act is entitled to the benefits. Low levels of eligible spending by 
taxpayers result in low costs to the government. High levels of spending by 
taxpayers result in high costs. Ongoing and thorough monitoring of the 
incentives is required to manage the costs properly. 


32.3 _In the past four years, many taxpayers have refiled tax returns for 
prior years after learning that they had carried out qualified activities but 
had not claimed the investment tax credits. The 1994 Budget proposed 
changes restricting expenditures that qualify for the tax credits to those that 
the taxpayer identifies no later than 18 months after the year in which the 
expenditures were incurred. This will help the Department of Finance in its 
monitoring of the costs of the incentives. 


32.4 The Department of Finance needs to monitor these tax incentives 
more thoroughly and systematically, in order to control their costs in’ 
foregone revenue and to ensure that the types of activities that qualify under 
the definitions and rules in the Income Tax Act are those the government 
wants to encourage. 


32.5 Data are an integral part of monitoring the incentives for both the 
Department of Finance and Revenue Canada. Better and more reliable data 
need to be collected. 


32.6 The Department of Finance has plans to evaluate the tax incentives 
for research and development and has identified important issues to be 
addressed. We encourage the Department to complete the evaluation 
Studies and to publish the results as quickly as possible. 


32.7 The Department of Finance needs to improve its accounting for the 
tax incentives for research and development, particularly in the areas of 
projected costs and actual results. It is important for Parliament and the 
Canadian public to know what these incentives are achieving and what they 
are costing. 


32.8 In addition to its usual work of reviewing claims for compliance 
with the Income Tax Act, Revenue Canada has taken new approaches to 
delivering the tax incentives for research and development. It has improved 
its review process so that all claims are now subject to some minimum 
verification. However, the increasing workload is putting pressure on the 
Department’s ability to administer the incentives in a timely and consistent 
manner. 
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Department of Finance and Revenue 
Canada 


Tax Assistance for Retirement Savings 


33.1 The federal government provides tax assistance for retirement 
savings (TARS) through the Canadian income tax system. The primary 
purpose of TARS, as derived from the Department of Finance’s 
publications, is to encourage Canadians to save for their retirement. 

Another objective is to ease financial pressure on public pension and social 
security programs. The government has estimated that the amount of 
deferred tax revenue it did not collect in 1991 because of the TARS program 
was about $15 billion, or 2.2 percent of gross domestic product. This figure 
excludes provincial tax expenditures for retirement savings. 


33.2. In 1992, approximately 7 million Canadian tax filers received tax 
assistance for retirement savings as contributors to, or members of, either 
registered pension plans (RPPs) or registered retirement savings plans 
(RRSPs), or both. About 5.2 million people and their employers contributed 
$19.7 billion to RPPs, while about 4.8 million individuals contributed $16 
billion to RRSPs. In 1992, withdrawals amounted to $19 billion from RPPs 
and $4.7 billion from RRSPs, and the assets accumulated in plans were 
$417 billion. 


33.3 Accountability for the costs and results of tax assistance for 
retirement savings needs to be improved. The Department of Finance needs 
to state clearly the objectives of the TARS program, and to improve 
monitoring and reporting of its costs, workings and results annually in order 
to foster scrutiny and evaluation. It also needs to develop alternative cost 
estimates to assist policy makers in assessing the long-term fiscal 
implications of TARS. The Department should ensure that its evaluations 
address key results and other issues of major concern. 


33.4 While Revenue Canada has adequate procedures for reviewing and 
approving contributions to defined benefit plans and for verifying pension 
adjustments, its monitoring of registered plans’ compliance with the Income 
Tax Act needs to be strengthened. The current compliance strategy needs to 
be reviewed and revised, as appropriate. The Department needs to develop, 
keep, report and use summary information on the nature, extent and revenue 
implications of identified non-compliance. It needs to document 
compliance profiles for registered plans. It also needs to increase the level 
of audit coverage of registered plans, and implement procedures to verify 
RRSP contributions, transfers between plans, and transactions of deferred 
profit sharing plans. Finally, in collaboration with the Department of 
Finance, Revenue Canada needs to establish effective penalties for cases of 
non—compliance where revocation of registration is considered 
inappropriate. 


33.5 Both Finance and Revenue Canada need to improve the information 
provided to Parliament on TARS. We are concerned about inadequate 
documentation to support the cost estimates that Finance provided to a 
parliamentary committee in 1990. Finance needs to ensure that the results 
of its evaluation studies are provided to Parliament. 
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Public Works and 
Government Services Canada 


Management and Operation of 
Crown—owned Office Buildings 


34.1 Extensive internal and external changes are impacting on the 
Public Works component of Public Works and Government Services 
Canada. These include: an ageing inventory, a marked downturn in the 
real estate market, a restructuring of government departments, innovations 
in workplace design and modifications in the requirements for office 
space. 


34.2 To meet these challenges, the Department needs to improve its 
strategic management of real property. It should ensure that 
accommodation planning is better linked to government program plans 
and is carried out in close collaboration with Treasury Board and other 
key players who share this responsibility. The Department’s two recent 
policy initiatives, the National Investment Strategy and Shared 
Accommodation Leadership, should help foster a strategic approach. 


34.3 In general, the 28 office buildings we examined — some old and 
deteriorating, others quite modern — were reasonably well operated and 
maintained, providing an adequate quantity and quality of space to federal 
departments. 


34.4 More efficient management of Crown—owned office buildings and 
opportunities for savings are possible through developing and carrying 
out a renovation policy to optimize space usage and implementing energy 
and water savings initiatives. 


34.5 The government faces two fundamental issues: Should 
departments pay rent for accommodation? Should departments have 
greater freedom in choosing their own office space? These issues need to 
be addressed as a matter of urgency. 


34.6 Since space is provided free to most departments, there is little 
incentive for them to limit their use of it. In order to ensure proper 
management of office accommodation, the government should hold 
tenant departments accountable for the efficient use of their office space. 


34.7 Public Works and Government Services Canada should provide 
office accommodation and service to departments with clear and 
consistent delineation of staff roles and responsibilities and project 
leadership. 


34.8 While carrying out initiatives to simplify and reduce the costs of 
its services and administrative practices, the Department should improve 
its management information on asset condition, building maintenance and 
operating costs and performance, and departments’ use of space. 
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